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Ottawa, Ontario 
Friday, March 3, 1950: 


Men y tN 618) E S's 1 oN 
---The Commission resumed at 10.3.0 a.m. 


MR. SINCLAIR: My lord, there is a matter at page 
16970 of Volume 87 of yesterday's transcript that arose 
during the cross examination by Mr. Frawley of Mr. Liddy, 
that Mr. Liddy would like to ada something to that might 
clarify it a little, and he thinks it might be of assistance. 
THE CHAIRMAN: All right. 


MR. S. J. W. LIDDY - RECALLED 


THE WITNESS: At the bottom of the page, Mr. 
Chairman, in answer to a question by Mr. Frawley as to 
whether it is a fact that is what the Interstate Commerce 
Commission uniform system of accounts prescribes, I gaye 
-this answer;:- 

"As I understand it, the Interstate Commerce 

Commission's present classification does not 

even provide an account for express expenses 

for the simple reason that no railway company 

has had any need to use such an account." 

I would like to refer the Commission to Exhibit 182, 
which is the Interstate Commerce Commission's accounting 
classification, to Account 409, which appears at page 
147 of that classification. 

THE CHAIRMAN: It is struok out here. 

Ay, sVESy tata cstruck out. Mr. ChaLlrmanpue.t ts can- 
celled, and the order of the Interstate Commerce Commission 
which cancelled that operating expenses account is dated 


August 1949, and the cancellation was made effective - - 
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Q. August? 

A. 1949. 

Q You do not know the date in August? 

A 8th day of August, 1949, and the cancellation of 


the account was effective January 1, 1950. 

Q. That is very recent then? 

A. Very recent, yes, sir, and the reason for the can- 
cellation, I think, as I described yesterday, was that no 
American railway had any expenses for operating express 


services since the year 1939. 
___CROSS EXAMINATION BY MR. FRAWLEY: - 


Q. Just as a matter of curiosity about that, Mr. Liddy, 
the Railway Express Agency is owned by seventy, Class I, 
United States Railways. I am reading from Exhibit 185, the 
Dominion Bureau Hemeeat etic express statistics for 1948. 

THE CHAIRMAN: You say the Express Company is 
owned - - 

MR. FRAWLEY: The Railway Express Agency Incor- 
porated is owned by seventy Class I United States Railways. 
I will read the whole paragraph. It is in the first 
paragraph of Exhibit 185, which is a Dominion Bureau of 
Statistics publication called "Express Statistics For 1948"; 

"The Railway Express Agency Inc »rporated 

is owned by seventy Class I United States Rail- 
ways and any net profits are apportioned according 
to the gross express revenue on lines party 
to the Agency Agreement. Any net revenue re- 
ported in Canada usually equals taxes." 
Mr. Liddy, if one of the United States Railways (there is no 


use pursuing this too far) - - 
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A. You understand, Mr. Frawley, that this does not 
cover the American Express. 
THE CHATRMAN: This does not cover what? 
A. The American Express Company operations which are 
Hinaneial. 
MR. FRAWLEY: The American Express Company opera- 
tions which are financial? 
THE CHAIRMAN: You say this does not cover it. 
What about the American Express Operations? They never 
were included as railway accounts, is that it? 
THE WITNESS: I don't know the history,osir: 
Q. 


a 


What is it that does not include that - the 
cancellation order? 

A. No, I am speaking now of Mr. Frawley's question on 
Exhibit 185, which covers the American Express Company 
Agency. 

MR. FRAWLEY: Be more explicit - Railway Express 
Agency. I thought you were talking about another company 
called the American Express Company? 

A. That is right, there is another Company in the 
United States which carries on financial operations. 

THE CHAIRMAN: What is the name of that company? 
Do you mean the American Express Company? 

A. I would like to give you the exact technical name, 
Baw 

Q. Are you referring to the Railway Express Agency? 

A. No, I am now referring to - the Railway Express 
Agency handles express packages, but there is another 
company in the United States that handles financial paper, 
money orders and so on. 


Q. You mean the American Express Company? 
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A.-eThat 18) thes proper name, yes, sir. 

Q. Well, what connection has that Company with the 
railroads? 

A. It has no connection, I don't believe, sir, except 
that the Canadian Pacific Express Sompany handles both 
express and financial paper. 

MR. FRAWLEY: Now, do you know anything about the 
ownership of the American Express Company, if that is the 
correct name, the company that operates the financial 
business associated with the American Express operations? 

A. No, I think that is an independent company, but I 
am not sure, Mr. Frawley. 

Q. Entirely independent - nothing to do with the rail- 
roads or the Railway Express Agency? 

A. I think that they divided up their field of opera- 
tions when the American Railway Express Agency was formed. 

Q.. You see, what-you say is borne out, Mr. Liddy, bx 
another look at this Exhibit 185, Table 4 - "Operating 


Revenue". Now, you will see there, that under the column 
"Railway Express Agency Incorporated" thereis no revenue 
reported for customs brokerage fees, money orders domestic 
and foreign, c.o.d. checks, telegraphic transfers either 
for that matter. The Railway Express Agency does not 
report any revenue in that column which would indicate. 
that the Railway Express Agency does not carry on any 
financial business. 

A. That is my understanding, Mr. Frawley. 

Q. Incidentally, the Northern Alberta Railways, is 
there any separate corporation there to carry on the express 
business? | 


A. I think probably you are more familiar with that 
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than I am, Mr. Frawley. 

Q. No, I am only familiar with where the rails run. 
I do not know how they operate the express pusiness. It 
is jointly owned by the Canadian Pacific and Canadian 
National and I suppose, so that they will share equally, 
is there a separate corporation set up to carry the Express 
Company - surely not? 

A. It does not say so according to the heading of the 
column on Exhibit 185. It speaks of "Northern Alberta 
Railways Company". You see, the other columns are "Canadian 
National Express Company", "Canadian Pacific Express 
Company" and "Railway Express Agency", but the Northern 
Alberta is described as the "Northern Alberta Railways 
Company". 

Q. Yes, that is right. You see, in the foyrth column 
on page 1 of this same Exhibit 185, you will see the state- 
ment: - 

"The Canadian National Express Department 

showed a deficit of $2,778,189 in 1948 while 

the Canadian Pacific and Northern Alberta 

reported some net income". 

So, there is some separation there, but it is not worth 
while following up, I don't think. 

Now, Mr. Liddy, you said yesterday at page 16973 
towards the bottom of the page, about the middle of one of 
your answers:- 

"It is very confusing to have the cost of 
picking up packages in a truck in your expenses 

How can you relate it to carmiles and loco- 

motive miles which are on the railway?" 


You were talking there about the difficulty, as you saw it, 
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of operating an Express Department as part of the railway? 

A. Minas AS ren: 

Q. Now, Mr. Liddy, you know all about the pick-up and 
delivery service which the freight services of the Canadian 
Pecific runs? 

A.” °I know all “about it? Well, I know about it. 

Q. You know all about the financial end of it, the 
accounting end of it. You have not any great difficulty 
handling the pick-up and delivery aspects of the Freight 
Department? 

A. You mean in the accounting? 

Q Yes, in the accounting? 

A. The Express Company do that for us. 

Q The Express Company do that for you? 

A Yesy thaveie  rignes that is not (on our) ratlway 
accounts. 

Q@. All of the’ pick-up and delivery of freight every- 
where throughout the system on the Canadian Pacific is 
done by the Canadian Pacific Express Company? 

A. No, it is either done by the Canadian Pacific 
Express Company, or by contract - truckers. 

Q. That is what I thought. Then, it is a payment out 
to a cartage company? 

Ay Thatvis rirent: 

Q. I am wondering why it was any more confusing than 
you have it now in the Freight Department? 

A. Well, I say we have not got it in the Freight 
Department. 

@. You have told me now you do use some outside 
contractors to handle it when the Canadian Pacific Express 


Company does not do it? 
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A. We pay them.a fee so it is not in the railway 
accounts. 

Q. You say that the cost of picking up packages in a 
truck,, it is»confusine to have that cost in your expenses. 
Now, that statement bothers me a little bit, as to why it 
is any more confusing in your express business than in 
your freight business? 

THE CHAIRMAN: Pardon me a moment. Who pays these 
contractors in a given case? Is it the Express Company or 
the Railway Company? 

A. The Railway Company cither pays the Canadian Pacific 
Express Company for picking up and deliverying this freight 
under the freight pick-up -and-delivery tariff; it is a 
Special. tariff, as I understand it, or the Canadian Pacific 
hires an independent operator to pick-up-and-deliver. 

Q. And pays that independent operator? 

As That dsartent. 

Q. And you say that these expenditures are not included 
in the railway accounts? 

Ay. That Ss aichnts 

Q. Why? 

A. Because, we make a payment, sir, and it is taken 
off the revenue and there is no expense throughout our 
operating) account... There is no item of cost-of operating 
trucks, automobiles or freight handleys for picking-up 
or delivering this traffic in our accounts, so that when 
you take the railway account, sir, you relate the railway 
account to what are the revenues per mile or expenses per 
mile of line, It is purely and simply the revenues and 
expenses that are on the rails. 


Q. Well, don't your transportation rates go up with 
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these expenses of bringing the trelght an? 

A. There is a special tariff to cover that charge. 

Q. (Thererishanspecialstarifr? 

A. I understand there is a pick-up-and-delivery 
tariff, but Mr. Frawley probably knows more about that than 
Ledos | 

Q. Mr. Jefferson mentioned that. 

MR. FRAWLEY: Oh, yes, he told us how it was 
done from the traffic point of view. Now, from the accoun- 
ting point of view, Mr. Liddy, I don't quite follow you 
when you say that you do not put it into your railway 
accounts this pick-up-and-delivery expense ? 

A. That is right, it is not in our railway accounts 
because a fee is paid either to our Express Company or to 
an individual who is hired for the particular purpose of 
picking-up and delivering’ freight. 

Q. And that payment is not reflected in your accounts? 

A. That expense. is not. 

Q. That expense is not refyected in your accounts? 

A. No, it is deducted from the revenue. 

Q. Of course, it is deducted from the revenue, but 
that is just the same as paying out something and getting 
it back again. You mean to say that because it is merely 
a deduction from revenue it is not in the account? 

A. What do you mean by paying it out and getting it 
back again? 

Q. You say it is just a deduction from revenue. You 
have got so much in your gross, but after you have made 
a dispursement out, you have so much less in your hands? 

Ate Thatoisvricghts 


Q. And that is not in the accounts? 
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A. Not when you take it out, Mr. Frawley. 

Q. That little transaction I have just put to you - 
you get in so much money. Say you send 100 pounds of 
goods on a p.u.d. rate from Calgary to Lethbridge, and 
you get, say, $1.50, but you have paid out 20¢ to somebody 
to get it from the origin in Calgary to the station, and 
to the destination from the station in Lethbridge. You 
have paid out something so that in your hand you have 80¢ 
or 70¢? 

A. In your example it is $1.30, isn't it? 

Q Yes. Now, is that 20¢ anywhere in you account? 
Pia NOG. 8 1.0% 

Q No where in your accounting at all? 

A NO, Sir, 

Q. You have no record at all? If somebody came along 
and said: "I would like to know just one thing; how much 
did you pay altogether in Lethbridge for pick-up-and- 
delivery service?" you say you could not tell them? 

Bs: Le digd Met jsay chat. 

You don't keep it in the account? 
We know every dollar. 


Q 

A 

Q. Couldn't you go to some account and find out? 

A I really cannot explain it any simpler than that. 
Q 


Where in those accounts would you have it, Mr. 


A. They are not in any of the «¢ accounts. 

Q. You can't point to any account here or any account 
you use- patterned on the I.C.C. Exhibit 185 - you ean't 
point to any place where yoycan find the sum.total of 
this 20¢ for p.u.d. here in Lethbridge? 

A. No, wait until I read you the passage. Account 101 
page 61. 

(Page 16985 follows) 
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THE CHAIRMAN: Q. Whet are you reading from? 

feiloam needing from Exhibit 182,. thet is, the 
elassification of accounts. 

Q. What page did you sey? 

A. Poege 61; Sir. First I would like to read. the 
introduction: 

"1. TRANSPORTATION - RAIL LINE. 

The primary accounts included in this generel 
aceount sre designed to show amounts of money which 
the carrier becomes entitled to receive or which 
accrue to its benefit from service rendered in trans- 
porting property or persons by rail line." 

Then it goes on to mention various classes of revenues, 
freight revenues under account 101, (a), (b), (c), (a), 
CS) ant )so (2); etn )ende (a). end. then. I come: down to the 
items to be charged. The first item to be charged sgainst 


the revenue is "Amounts poid as bridge end ferry arbitrsaries 


on freight" -- thet is, that would be deducted from what- 
ever total freight revenue you had -- and the second item 
is "Amounts paid for completing e haul" -- thet is, we 


teke that out of our revenue. And a little further on, 

about the eighth line, I reed, “Amounts paid for transferring 
freight between stations". Now, that is exectly what we 

do, Mr. Frawley. Anything that we pay for completing sa 

haul, we teke it out of our freight revenue eccount. 

MR FRAWLEY: Q. Mr. Liddy, if you don't mind an 
amateur directing your attention to something even e little 
more precise, turn over the page to page 62, end you see 
Note -G: | 


"This account shall be maintained so 3s to show 


>: 


sepsrotely payments and allowances (3) to railway 
express agencies, (b) to motor truck companies end 


others, and (c) to shippers and consignees, for terminal 
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collection and delivery services when performed in 

connection with line haul trensportation of freight 

on the besis of freight tariff rates". 
Theat is precisely what we ere talking about, isn't it? 

uy Yessesir "end precisely whet I ssid. I econ tell 
you exectly how much money we did pay to sny contract 
carrier, to any express compeny. 

Q. Well, that is all I started out to discuss with 
you. So do you handle that all very well in your freight 
teriff business, freight treffic business? 

A. Yes, sir; we follow the classification, 

Q. And I suggest to you that, quite contrary to what 
you said yesterday afternoon about it being contusing, 1 
should think that you could tell just as precisely what you 
did in connection with express businesswhat you did with 
one hundred pounds of expréss as you did with one hundred 
pounds of freight; is there any question about that? 

A. Yes; the word "confusing" is not used at all the 
wey I used it, Mr. Frawley. I think the record can speak 
c. Cop atest), 

Que Yioeye Wisthink? wel 

A. We will let it ZO. 

Q. I think we will let it go; not much more trouble 
running en express company then a freight company, I would 
think. Now, Mr. Liddy, coming beck to the Striking out of 
rule Now4ogsee 

THE CHAIRMAN: Whet's that again? 
MR FRAWLEY: Account 409; it is on pege 147, I think. 

Q. Having in mind the account that I spoke to you 
about yesterday, eccount 107, on pege 65, one account seem- 
ingly having to do with express revenues, nemely, 107, and 
409, express expenses -- you go elong with me thet far? 


A. Yes, The express revenue in :ccount 107, of course, 
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is what the American Express Agency pay the reilweys; that 
iS el11.that is in account 107. 
Q. Now, would you just read the second paragraph of 
107, and perhaps you answered too hastily, Mr. Liddy: 
"When a railway company transacts an express 
business through its regular railway organization, 
the revenue therefrom shall be credited to this 
account," 

A. As I say, there are no railways in the United 
Stetes--- 

Q. We had ell thet yesterday sfternoon. 

A. And the Canadian Pacific does not conduct an 
express business through its regular railway orgenization. 

Q. All I mean, Mr. Liddy, is that you do not quite 
meen what you said a moment ogo, that this eccount applies 
end operates and is applicable to take cere of the net 
money paid to the -mericen railways by the Ro-ilwey Express 
Agency, Incorporated? 

& I certainly do mean that. 

Q. You mean that? 

Aw Exeectly what I seid. 

Q. That the net profits which are peid to say the 
Pennsylveni2 Reilwoy for its share of the net prorits “or 
the * Reilway Express Agency sare teken care of by eccount 
LOG 

Aner Thatel siybeht. 

Q. And then also it takes care of the instance in 
which any railway compsny would be operating its own express 
business? 

A. Well, the witness gives no answer to that, because 
he hes covered that question. 

Q. When did he cover it? 


A. Well, I have been covering it for five minutes. 
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Q. Do you mean to say that now, so far as you know, 
no American railroad operates its own express business? 
Thet is whet you mean? 

AY. Yes, 

Q. Now, I went to talk to you sbout that, Mr. Liddy. 
Suppose the Pullmen Company -- it has recently been 
dissolved -- isn't that true -- either by court injunction 
or by some statute of the United States Congress? 

Af. VOb belteve it has ; 

Q. Now, Suppose that similar action were taken 
against the Railway Express Agency; then I suppose that 
these railways over there would have to consider how they 
were going to operate their express business on their 
lines; that would also seem to follow? 

f&. I would think that wes logical. 

Q. And then I suggest to you that in that event 1O7 
would not only be convenient but absolutely necessary, 
wouldn't it? 

A. I do not know whet the Interstate Commerce Com- 
mission would do under those circumstances. The Inter- 
State Commerce Commission classification is designed pur- 
posely to keep railwey sccounts as pure as you can keep 
them. 

Q. Mr. Liddy, I would suggest to you that the Inter- 
state Commerce Commission would not need to do anything et 
ell; they have elready said it: 

"When e railway company transects en express 
Ke business through its regular reilway organization, 

the revenue therefrom shall be credited to this 

account." 
If the Pennsylvania Roilway Company today decided to 
operate its own Spal cene Dieinesen the revenue therefrom would 


be credited to account 107. You have no quarrel with that 
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statement, heve you? 

A. If you know what the Interstate Commerce Commission 
will do, I will accept it. 

THE CHAIRMAN: Q. I beg your pardon? 

A. If Mr. Frawley knows what the Interstate Commerce 
Commission would do, why, then I have nothing else to say. 

MR FRAWLEY: Q. Now, Mr. Liddy, you may consider 
thet as an apropos answer. I am putting it to you again: 
Suppose that the Pennsylvania Reilwsy Company decided, for 
reasons of its own, to withdraw from the Reilway Express 
Agency, so far es you or I know -- we don't know anything 
about the contract; they might be eble to do it, depending 
on the contractual relationship end so on; suppose they 
decided to withdrew? 

A, Then I would suggest that the Pennsylvania Railway 
set up e Pennsylvanis Reailwey Express Company. 

Q. You would suggest thet to them? 

pin (Yes. 

Q. Well, suppose they decided not to accept your 
advice, and to go along the other wey, operating their own 
express pudiri-sdt Suppose thet happened, that after giving 
very careful consideration to your advice, I might advise 
them the other way, and -- just imagine such s thing -- they 
went elong with my suggestion, and they operated their own 
express business through their own regular railway organ- 
ization; surely then they would use sccount 107? 

A. Oh, you ere away beyond me. 

Q. All right; thet is the only answer you have, that 
I am ewey beyond you? 

A. I cannot--- 

Q. You cannot follow me that far? 

AOS Wellj,Oipsis not too. practical, Mr. Frawley. 

Q 
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you 8 Simple proposition, thet if the Pennsylvania R-il- 
way decided to transact its express business through its 
regular railway organizetion, they would eccount for the 
revenues through account 107; you disagree with thet? 

A. Then the comment I would have would be that 
when they wanted a freight rete increase they would be 
confused, they would have to take those items of expenses 
out, and .all Ian Suggesting is very Simple, Mr. Frawley 
-- that when we go before the Board of Transport Commis- 
Sioners and try to design the Canadian classification. of 
eccounts, let us all sit eround the table in s friendly 
Spirit and. say vo the Board of Hera ee Commissioners, 
"Now, wheat are you willing to defend, when we come up to 
you for a freight increase? What accounts are you willing 
to defend?" And certainly I am sure that the Board of 
Transport Commissioners would be very, careful) not. fo. put 
anything in their classification thet people.could.troteup 
to the Cebinet and say, "Well, this freight eward is not 
soundly based." 

Q. You don't like that fighting things up to the 
Cabinet, eh? Mr. Liddy, would you just take a look at 
your Exhibit 182 now, and let me just run through a few 
accounts and just see what the I.C.C. hes hed in. mind in 
connection with express business. Page 26, account No.16, 
which is under the general heading of "Fixed Assets, Road 
and Equipment" -- you will see that in account No.16, 
which is an eccount providing for the cost of station and 
office structures and so on -- do you see that? 

A. Yes, Moe. frawlev. 

Q@. And you will see down there, if you run down the 
column elphabetically, that there is a provision there for 
express buildings? 


Bed VE es 


pases FR tee” soar | eakeas 
tr Ee i, Sane 


war tout 6inao siagced oats Out ser & 


wet oto S ALE IY og 6 BE Stent deik) pele oavadsigis Petes 


= put-y Serrara, “Ty gtap ey: ee ie wi paw ss sa Gy se cf higow 
a ae ee es ¥ whe ia 1 bet rhs Pu, “ - , 


—n 5 caarstamest folic mnt Ee a 
Soh styrene x utd oma es p alte 5. wn dhe 
wait ash deaths rode: bieoe et : prabanauae vowtborn ts 

thot Hie ore. ar sone oe fmonee nue p ‘ig 
kota att skin ert Bkew To tagnikio: FF toe iy a 


3 


ee ie 
et Eulerow qe wane am guet MIT. 4S 5 shai ¥ 


ee Live ne Ro 0, ae okaings eer be 
Erte ae crpnneele TS Src 


a Py ee ae TY 
"ine edi ea PRR SCG Pie FR 


seeks 


of Eetuiee aa ae ete eh Cree cote 


cE prere pa S 


aS oanlaw gets <j 


eaves 2 ees ss 
Pee ep See Limo PT Shee Sin ipl 


Be pa tee Gapeeo fe 


7 * Ci 
at ‘OEE GUPOS Oye serie » Da het 
Sete Some Lae wooragt . Ste hkett es See we 


wie 


i. 


Sie (eee eye See fone me UL yl Geek, *eigens hab od 
thuweyr av toe Uattonen wesc ad buwom escet ea WOOD raouenee® 
ges Eo. SP ee Bee suet fyi 


as is a eerie \ oH ge a an ee ee ieee an eed epee? Weaker! nA pr oe 
tom ee Brews Boeion? aide iow" woe ber donates aed ar 


Bho soe wit : bat uy. Be 


, - 
é | bo Sp oat ‘i & | rm wy 
is OF Gat SaaS Be + gave ove! ore SOR Tee neve ; 
iv} 
4 7 
oy Sea 
aes ed. Paes Ue ees pees ees a a ee a Be Ee reef tes Pa $4 be o - ahha : 
Se Sve es I EE RI RE | TUES a APS) Oe Tap MM i Sos iene 
i MOY >, TiAl 
\ ie Ba in on 
‘ ’ 5 on i ; ; 
4 = hee. sorgciciter he + oma t on neces beige: (ete ’ Ph 7) 
Wel 6 SegOehy Ailey Ghul ST Fok iM . WORE pod tibet TOY 7 ni : 


ab bikie mibedt Bat .O.0.1 sce. dcdw coe! Jeek iS ssewo0e ay 


“sis “yey ee Ee ot ied ti Geek et eee eer: ve 

oh .oM migecge OS suo% .eacrikemd tacts cope ee DSO 

wh 4m Ct ee ee) pas BG en ee i i ch En a oats oh iy #1 n ri 

te ie: « tev tg Sent: ia a z "= ae ? Spe sii | v Bf eed a P ad al note. i) t 
+4 


C5. 06 shwonee Eh Sats og, ii iw seo a * shancatteg Beep bere sl 


{ 0“ ; ~ ma A 
ban moltved¢e) to tage, gh mol sai aive Tare ite ot note ’ ie 
| J | ; | nhs ae 


merce s ie. - “ar %: 2 
CS WOE YEA, oy. 
+ 


s 


‘ 


RND 


-16991- Mr, Liddy, cr-ex. 


Q@. And then if you will--- 

A. You understand, they get rent. The railways are 
compensated for any maintenance on express buildings by 
the payment the Roilwey Express Agency makes to the rail- 
ways. 

Q. You are going back now to this Express Agency, 
Incorporated? 

A. No, I om--- 

Q. Railwoy Express Agency? 

A. I am just putting the classification together 
in its context. 

Q. How about all these other things, such as coal 
bins end so on? Is there a rental paid for that? 

A. Coal bins? 

Q. Yes; that is another item I see there. You say 
there is any distinction so far as this rule is concerned, 
this account is concerned, between express buildings and 
enything else you find there -- the very next one, fences? 

A. Well, el11 I wes pointing out was that if the 
railway has any facilities for handling of express in 
connection’ with its trains -- that is, storing of express 
till it gets on the trains -- that is all compensated to 
the railway by the payment the American Express Agency 
makes. The same with mail; you heave seen mail bags go 
on trains; now, there has to be a storage facility for 
the mail begs until the train is ready to leave and that 
mail is put on the train and is transported. Now, the 
cherge that the railway gets or the revenue the railway 
gets for transporting mail tekes care of any of this 
expense, this maintenance and these facilities that ere 
devoted to thst particular service. 

Q. Now, that is interesting to know, Mr. Liddy, but 
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between the manner in which the fixed asset, namely, 
express buildings in account 16, differs from any other 
item of fixed essets in that group called "Station and 
Office Structures and Details"? You do not see any dis- 
tinction at all? 

A. I do not know whet you mean by distinction. 

Q. Well, do you see any difference? The express 
buildings, is that item taken out and dealt with separately 
in eny fashion? Is there esny explanatory note which would 
cause us to think there was sny distinction in the mind of 
the person who formulated the rule, the account, as be- 
tween express buildings and ordinsery freight platforms, 
for instence? 

A. I am sure you ere thinking about something else 
that I do not comprehend sat all. 

Q@. This is an eccount which tells you where to put 
the cost of the fixed asset, isn't it? 

ie Surelws end ptiiia se railway property. 

0.9 VAL tenin cnen . 

A. And it is property that is devoted to transport- 
ation "service. 

Q. Look at page 43, account 54. 

THE CHAIRMAN: I notice back on page 26, where 
you find the item "Express buildings", it is under the 
general hedatae "Station and Office Structures and 
Details", Does it not mean stations and office structures 
of the railway company itself? 

MR FRAWLEY: VYesse thet is precisely why 1 em 
bringing it to the attention of the witness, that it is 
regarded here, as far as these I.C.C. accounts are con- 
cerned, as permitting a railway operation of an express 
business, that is all, sir -- 3s contemplating the railway 
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the witness says, thet at the moment, so far as we know, 
no railway itself precisely under its own name cerries on 
an express business, 

THE CHAIRMAN: In Canada, do you mean? 

MR FRAWLEY: In the United States. I em simply 
calling attention to the fact, Sir, that the accounts 
contemplate the very thing, in other words contemplate 
the way the Canadian Netional Roilwey is doing it in 
Canada today; thet is nvOnLy noint, 

THE CHAIRMAN: Only in the United States, while 
the system is set up, the railways are not there. 

MR FRAWLEY: That is right. 

MR EVANS: Sir, that is not right. I am sorry 
Mr. Frawley gave you--- 

THE CHAIRMAN: Thst is how I would interpret the 
Statement. 

MR EVANS: What the witness has said, sir, as 
that the express business is conducted on the railway but 
not by the railway, that it hes these facilities.» The 
railway hag these facilities for carrying on the express 
business, 

THE CHAIRMAN: You are telking of the United 
States now? 

MR EVANS: Yes. So my friend is not quite right 
When he gave you the answer he did. This does not prove 
that the railways ere conducting or there is provision for 
conducting an express business, It merely shows that they 
must have facilities for carrying the express. 

THE CHAIRMAN: Reference was made a while ago to 
them carrying mails. One of the items there is ‘nail 
Crenes. They have the mail cranes ready if any med comes 
atone, =r Sanaa 


MR EVANS: Yes. 
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THE CHAIRMAN: They have a contract, probably, 
for carrying the mail. 

MR FRAWLEY: My lord, I do not want to get into 
one of these arguments with my friend, but when you look 
at 107 -- we have looked at it now several times -- 
account 107 on page 65, it seems to me nothing could be 
plainer then that that sccount provides for the carrying 
on by a reilway compeny of an express business through its 
own regular railway organization, that is all. 

MR EVANS: Well, that was not whet you were 
talking about 3 minute ago, 

THE CHAIRMAN: "When 3 railway company transacts 
én express business through its regular railway 
organization, the revenue therefrom Shall be credited 
to this eccount," 

Is that whet you mean? 

MR FRAWLEY: Yes. My general proposition is, sir, 
that these accounts contemplate the carrying on of an 
express business by the railway company through its own 
regular railway organization, 

THE CHAIRMAN: Now, can I get this fact admitted, 
that in the United States today there is no railway company 
transacting an express business through its regular railway 
organization? 

MR FRAWLEY: As fer as we know, that seems to be. 
I certainly have no knowledge to the contrary, and I think 
that is Mr. Liddy's definite evidence. 

THE CHAIRMAN: Now, you See, this rule, whttes ic 
is enacted in the United States, is not operating there. 

MR FRAWLEY: At the moment. 

THE CHAIRMAN: But it could very well be taken into 
Ceneda and used here ; is that what you say? 


MR FRAWLEY: Yes; that is the next point. I was 


eh 
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Still discussing it as it is in the United States, and 
perhaps pursuing it at unnecessary length. I was Simply 
endeavouring to combat the statement of the witness that 
there is difficulty and confusion in the operstion of oan 
express business by a railway compsny through its regular 
railway organization, that is eal; 

THE CHAIRMAN: What is the practical point con- 
cerned here, in the accounts, for instance, of the 
C.nedian Pacific? 

MR FRAWLEY: I might es well come to my position 
before the Commission, sir. It is Simply that the Board 
of Transport Commissioners must be given authority by 
Stetute, unless there is plain statutory authority now, 
to promulgate end establish end set up uniform 
accounts for railway companies, and when they come to the 
matter of express there has to be 2 ruling by the regu- 
latory body, the Board of Transport Commissioners, to 
what extent there shall be uniformity, and if there must 
be uniformity then I put it as a practical matter, one or 
other of the present modes of operation in Canada must go, 
and I am perfectly easy in my mind, and my Submission to 
the Commission simply is that whether they accept the 
Conadian method of the subsidiary company or the Canadian 
method of opereting through their own railway organiza- 
tion, it matters not, so long as it is the seme for both. 

THE CHAIRMAN: In the case of the Canadian 
Pacific do we find these amounts entered Simply as 
Other Income? 

MR FRAWLEY: Oniy in one particular. As a 
NeUler. Of iiaetin there: iduy Ber ee similerity now Wn 
respect to the disposition of the revenue which comes from 
the financial paper which they sell -- that short descrip- 
tion of their operation’ -- that revenue goes into 
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Other Income in the case of the Canedian Paci Ge, vend thet 
one distinction, which is not really major one, is the 
principal distinction now between the two express companies 
in Canada. The Canadian National Railway bring into reil- 
wey account the net revenue from sll the express opere- 
tions, the transportation of express packages, and the 


net revenue from financial operations. 
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COMMISSIONER ANGUS: Mr. Frawley, in these 
American regulations the Interstate Commerce petiaeaan 
seems to comtemplate the possibility that some railways 
may transact their own express business, and others may 
not do aa They have not imposed any uniformity on 
American railways; they have not said that all railways 
must do their own express work or none, 

MR. FRAWLEY: I think you are right, sir, to 
the extent that the railway companies in the United States 
may not all now conduct it as a railway operation, but 
they must all be done according to the same pattern. 

COMMISSIONER ANGUS: My question is that in 
Canada do you want it to be open to the Board to say that 
if a railway transacts its own express business, then 
this shall follow, and if the organization does it, then 
the other shall follow? 

MR. FRAWLEY: As a praettcal matter perhaps 
when we have only two companies, one going one way and the 
other going the others; that might be a little more difficult 
as a practical matter, but we would continue to have them 
run aecording to two separate methods. That is only a 
practical matter. I would be prepared to leave it 
entirely to the Board. 

COMMISSIONER ANGUS: You would leave it entirely 
to the Board, and it may ask for identity and it may not. 

MR. FRAWLEY: That may be. There might be an 
exception to absolute identity. The principle is that 
the Board should have the right to establish uniform 
accounting. What they might consider to be uniform 
accounting might admit of some exception here. 

MR. EVANS: My friend and I are in perfect 
agreement then. 


THE CHAIRMAN: Apparently the dove of peace has 
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descended; -et him spread. I was about to ask another 
question, but I would not ruffle his wings again. 
MR. COVERT: , Let us not change the position, sir. 
MR, FRAWLEY: Q. Now Mr. Liddy, the Canadian 
Pacific railway owns all the stock of the Gated ee eos 
Company? 

AY That is right. 

Q. Would you look at account No. 107 again, sir, 
looking particularly at the second paragraph. Do you not 
really think -- 

THE CHAIRMAN: The second paragraph of what? 

MR. FRAWLEY: Of account No. 107. 

THE CHAIRMAN: I have it. 

MR. FRAWLEY: @Q. Do you not think you are now 
a railway company transacting express business through its 
regular railway organization? 

A. Nojusir, 

(QQ. You think not? 

A. I know not. 

Q. Because of the fiction of the charter granted to 
the Canadian Pacific Express Company? 

MR. EVANS: Mr. Frawley, it is not fiction, it 
is'a facts?at telphysacaliy a, fact. 

MR. FRAWLEY:Q.Except for the fact that the 
Canadian Pacific Express Company is a separate legal 
identity, its business is operated by the Canadian. Pacific 
Railway Company? 

A. NiO. 438 ats 

MR. EVANS: Mr. Frawley, let us not get at 
cross purposes. The Canadian Pacific Express Company 
has its own head office, its own president,its own staff 
of officers, its own organization for accounting, revenue -- 


THE CHAIRMAN: It is a separate organization, 
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MR EVANS It te", 

THE CHAIRMAN: This rule applies when the railway 
company operates “express business through its regular 
railway organization. 

MR. EVANS: Yes. 

THE CHAIRMAN: You say that does not apply? 

MR. EVANS: I say it does not apply. Mr, 
Frawley suggests it is mere fiction. Iam telling him, 
let us not get at cross purposes, because the fact is 
that we have a separate organization, a separate staff, 
separate officers, board of directors, accounting, clerks -- 

MR. FRAWLEY: That is public knowledge; everybody 
understands that. 

THE CHAIRMAN: You are analyzing the language 
here to see whether it applies to the Canadian Pacific? 

MR. FRAWLEY: That is right, sir. I am putting 
it to the witness, as I put it to the Commission, for 
practical purposes, as distinct from form, the Canadian 
Pacific Express Company is simply the Canadian Pacific 
Railway Company operating through the medium of a separate 
wholly-owned corporation. I am looking at substance, 
rather than form, 

THE CHAIRMAN: Do you see any danger behind all 
this for the public, in freight rate applications and so 
on? 

MR. FRAWLEY: I am only concerned in that regard 
with what the judgment of the Board said; it goes for 
three places in which the two railways are separate in 
Canada; express, communications, and depreciation. 

This is what the Assistant Commissioner had to 
say in the 21 per cent case judgment, at page Teens 
At about the middle of that page the Assistant Chief 


Commissioner said: 
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"From a rate-making point of view, however, 

in Canada to have one of its major railways on one 

method of depreciation and the other major railway 

on another leads to some confusion. L[t,isqmore 

than difficult to make effective comparisons." 
Now I put it to the Commission that it is only a matter 
of degree, when there is not absolute uniformity; there is 
difficulty in a varying degree in the making of effective 
comparisons. 

THE CHAIRMAN: .Take the case of the Canadian 
National Express business, have they likewise a separate 
company? 

MR. -FRAWLEY:. No; they operate, just as a 
department of the railway. 

THE CHAIRMAN: Then their case comes within this 
rule? 

MR. FRAWLEY: ‘Strietly within rule 107. 

THE CHAIRMAN: The rule, as it is framed, foresees 
that other railway companies may not be within it, because 
it says that when a railway company transacts an express 
business through its regular railway organization 
That you say applies to the Canadian National Railways. 

MR... FRAWLEY: Ifintt.were in force -in,Canadasit 
would apply to the Canadian National Railways. 

THE CHAIRMAN: And it says that the revenue 
therefrom shall be credited to this account. . 

MR. FRAWLEY: They tell the account to put it 
to. 

THE CHAIRMAN: Apparently this language is 
not applicable to the Canadian Pacific Express Company. 

MR. FRAWLEY: Yes,that is the situation. 

THE CHAIRMAN: Now, what would you do? 

MR. FRAWLEY: Personally, I would nauoeans that 
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1t.be made, for.simplicity: sake, a pepe of the railway, 
but I am not suggesting that the Canadian Pacific Express 
Company be disorganized and dismantled. 

THE CHAIRMAN: How else could you do it? 

MR. FRAWLEY: I would speak before the Board 
when the decision was being made, as to which method should 
be followed; I would argue to the Board that the method 
presently in force by the Canadian National is to be 
preferred; because of that distinction, large or small, 
there is a difference in the treatment for some reason or 
other in that the Canadian Pacific takes the revenue from 
the financial operations of the Canadian Pacific Express 
and puts it into other income. ifathey putsit anto 
railway revenue, then there would be uniformity. There 
would be uniformity, except for the fiction, for the 
form again, of the subsidiary corporation which has been 
set up by the Canadian Pacific Railways. 

MR. EVANS: If it will help my friend at all, 

I say that I would not deny him the right to put forward 
that view to the Board; I would expect a different view 
to be reconciled when it comes before the BSYard. 

THE CHAIRMAN: How far do. you wish us to go? 

MR. FRAWLEY: Just a recommendation that, by 
statute if necessary, the Board of Transport Commissioners 
be empowered to establish a uniform accowting system 
for the Canadian railways. It is as simple as that. 

THE CHAIRMAN: That would leave the question 
unsolved. They would find two railways with different 


organizations. 


MR. FRAWLEY: But the rules could say there 
must be uniform treatment of all revenues, or there must 
be separate treatment. The railways might say that the 


Canadian National should account for their financial 
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paper revenues by crediting them to their other income; 

but the prescription should be the same for everything, 

it must be unlform. That is my point. It does violence 

to uniformity when the Canadian Pacific takes its financial 
revenues into other income, and the Canadian National takes 
its financial revenues into rail income. 

MR. EVANS: I gather then that my friend would 
not accept rule 107 of the Interstate Commerce Commission. 
Perhaps that would bring the matter to a head. 

THE CHAIRMAN: It is too open to cover his -- ? 

MR. EVANS: Yes. 

COMMISSIONER ANGUS: Mr. Frawley, my under- 
standing is that you would say the Board should be free 
to make a rule similar to Rule 107 if it wished to do so, 
but it would aeomese? Hoard sie ft did not. 

MR.  FPRAWDEY:* Frankly, sir, oie I say is 
that a rule should be made so that all revenue should be 
taken into rail income, that 18s, revenue earned by an 
express company, by an express operation. 

COMMISSIONER ANGUS: Are you asking this 
Commission to say anything about that* 

MR. FRAWLEY: This Commission simply recommends 
that the Board be given wide power to set up a uniform 
system of accounting, that it include express operations 
of the railway; and of course I am going further in 
connection with the power which this Board should have 
dealing, say, with other income, segregation of accounts 
and other assets. All that will come within the purview 
of the Board under the recommendation of this Commission, 
as’ T-submit-iv. 

THE CHAIRMAN: The net difference would be this 
particular income would no longer be called "other income." 


MR. FRAWLEY: That is right, sir. This 
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particular income would from thence forward be all rail 
income. 

THE CHAIRMAN: R-il income? 

MR. FRAWLEY: Yes. I say whatever mechanics 
you work out to achieve that end, that is the proper way 
to report the revenue. 

Q. Now, Mr. Liddy, will you take a look at 
telegraphs, communications in other words? 

THE CHAIRMAN: Where is that? 

MR. FRAWLEY: The Canadian Pacific calls it 
"communications". It i8 a new subject. I will call 
the attention of the witness to the form of account in 
Exhibit 182. 

Q. For the record, will you go along with me on 
this brief summary of the distinction between the 
Canadian Pacific and the Canadian National; in the 
ease of the Canadian Pacific the net revenue of the 
communications department is credited to non-rail, to 
other income? 

ne Yes. You understand that that is ipurely 
commercial, the net. revenue. 

Q. The commercial net revenue of the communications 
system is credited to non-rail? 

A. Yes. 

Q. To other income. And all other aspects of 
your communications system is regarded as a service to 
the railway, and it is charged as a cost to rail. That 
is,roughly, properly summarized, is it not? 

A. The way I would put it, I think we would 
agree that the communications department of the company 
charge the railway with the cost of rendering communi- 


cations services required by the railway. 


Q. Now in the case of the Canadian National Railways 
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plies Credited (ho rail. Now so as to be certain about 
Cy LW Cada your Beeention to page 98 of the Canadian 
National brief. I don't know, Mr. Liddy, that I have 
a plain statement, but I think there is no question about 
LG. The paragraph I was calling your attention to on 
page 98 was more or less a reason for it. Tews 
paragraph 3 on page 98, and starts off this Way: 
"The Interstate Commerce Commission Uniform 
System of Accounts for Steam Railroads, respecting 
the accounting for telegraph operations, is similar 
to that prescribed for express operations, --" 
THE CHAIRMAN: What is that, Mr. Frawley? 
MR. FRAWLEY: This is the Canadian National 
orier, my Lord, 
THE CHAIRMAN: Go on. 
MR. FRAWLEY: It continues: 
"-- in that the railway operating revenue and expense 
accounts shall include the revenues and expenses of 
commercial telegraph operations conducted by the 
Carrier’, Canadian National Telegraphs are merely 
another department of the Railway. Although the 
necessary charter powers are held by subsidiary 
companies, nevertheless, because of the consolidated 
basis: of Its accounting, the separate identity oF 
the subsidiaries is inconsequential." 
Now the next paragraph reads: 
"Commercial telegraph services in Canada 
have been developed largely as a by-product of 
railway operations. The commercial revenues 
have assisted the railways by carrying some 
portion of the cost of furnishing and 


operating essential telegraph and telephone 


facilities:” 
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The same situation obtains in connection with the 
Canadian Pacific, doesn't it, Mr. Liddy? 
A. Well, you are getting into traffic matters here, 


Mr. Frawley. 


ae I am trying to keep to the accounting matters. 
A. LoS. 
Q. Your communications is merely a department of 


the railways? 
A. No, it is a department of the company. 


Q. Yes, but you haven't set up a separate subsidiary? 


eee 
wy 


wi DM auton saahal Vin 
; ’ etl 

)  ayeoe cate ue e as Sb ipo 
gore exetion Shee aslo Saath en Ags side ‘eked val 
ae RS ral: aieoNs ‘eit od fogereys| Sag ‘Rieivte she - 
: | 1 oe 

Ro Mesias TegeD & viouain el Bot heobiitined Pacahd 
eat | |) Pelee 

.eEGROe ONS ‘be Powe o Bl oh ew 


ejibkedye saeisqse ep os Soe ttacied voy aad) see 


‘? as 
ie ae 0s ; 4 7 Py. 


GH 


='17006 = Mr. Liddy, cr-ex 


. No separate subsidiary. 


AS in the Canadian Pacific Express case? 


ee Eg Nee 


That is right. 

Q. But you do treat your net revenue from the 
commercial telegraph operation as non-rail or other income? 

A. That is right. 

Q. You treat that the same as financial net revenue 
received from the Canadian Pacific Express? 

A, That has nothing to do with the rail. 

Q. That having nothing to do with rail? 

A. That is right. 

Q. Wouldn't you say the commercial telegraph 
services of the Canadian Pacific Railway have been 
developed largely as a by-product of the railway operation? 

A. It is a completely separate department, Mr. 
Frawley. They have a separate general mamager, separate 
accounting and everything. 

Q. Mr. Liddy, I don't want to over-simplify it. 

A. It is not a by-product. 

Q. You say it is not a by-product? 

A. Not a by-product at all. 

Q. Isn't it a fact in the early days when you 
constructed the railway you had to have a telegraph line 
to despatch the trains? 

A. Yes, and we still do. 

Q. Now;y Just step. by step: “You had® to Nave 
telegraph lines to help you despatch trains, and afterwards 
you superimposed upon that telephanic equipment and 
communications, and now you have both telegraph and 
telephone? 

A. Not on the despatchers!' wires. 

Qe Not on the despatchers' wires? 
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THE CHAIRMAN: I do not hear you. 

THE WITNESS: Mr. Frawley says we superimposed 
commercial messages on the despatchers! wires. We don't 
do that. 

MR. FRAWLEY: @Q. You say you don't superimpose 
that on despatchers' wires? 

A. No. 

Q. Let us not be technical. You developed your 
communications system, and now it includes telephone? 

A. For railway purposes. 

Q. You having had your telegraphic lines and 
equipment for the purpose of operating the railway, and 
getting it from division point to division point, that 
was the original purpose of it, I suppose? 

MR, EVANS: Isn't this all .argument before the 
Board when you come to uniform aecounting, Mr. Frawley? 

MR. FRAWLEY: No. The Board has to have some 
principles; the Commissioners have to lay down princacles, 
Mr. Evans. 

Q. Now, Mr. Liddy, is it a fact that, starting with 
the telegraphic lines, which you needed to operate the 
railway efficiently -- 

A. I really don't know the history; we may have 
had telegraphic services before we ever had railways. 

Q. Are you saying then -- 

A. They may have. I wouldn't be surprised that 
a telegraph line was put through. 

Q. That might be interesting to find out. You 
say you were sending commercial messages before the 
first train went through? 

Ne I wouldn't be surprised. 

Q. You say it was put up there for the purpose 


of operating commercial messages before it was put up 
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for operating the railway system? 


A. Some may have been, some may not have been. 


(Page 17012 follows) 
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THE CHAIRMAN: Let me make sure. Is there any 
separate Canadian Pacific Telegraph oaieeas 

MR. FRAWLEY: No, the witness has said that there 
is no separate corporation; it is operated Uby, "Psaidga 
Department of the Railway, and he said by The Company. °: 

THE CHAIRMAN: Does the same apply to the Canadian 
National? 

MR. FRAWLEY; Yes, the same applies to the Canadian 
National. That is made plain by that paragraph at page 
98 of the Canadian National submission:- 

"Although the necessary charter powers 

are held by subsidiary companies - -" 

THE CHAIRMAN; Just a minute - "Although the 
necessary charter powers are held by subsidiary companies "- 
what are the subsidiary companies? 

MR. FRAWLEY: I can't say that. 

THE CHAIRMAN: In that case, of the Canadian 
National there are subsidiary companies? 

MR. O'DONNELL: They are operated on a consoli- 
dated basis. The charters are there, but the operations 
are conducted by the Canadian National Railways. 

THE CHAIRMAN: Then, there is that difference 
between your Company and the Canadian Pacific Railway 
Company? 

MR. O'DONNELL: That may be sir. 

THE CHAIRMAN: In the case of the Canadian Pacific 
there are no subsidiary companies in existence? 

MR. O'DONNELL: That is as I understand it. 

THE WITNESS: For communications, that is all, sir. 

MR. FRAWLEY: Now then, I want you to loom at 


two or three accounts in Exhibit 182. Will you look at 
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page 26, Account Number 16, and you will see there in the 
third column, "Telegraph Offices". 

THE CHAIRMAN: Pardon me, you are on - - 

MR. FRAWLEY: Page 26, sir, Account Number 16. 

THE CHAIRMAN; Now, what about it? What is your 
question? 

MR. FRAWLEY: I am calling the witness's atten- 
tion to the third column, to the item "Telegraph Offices" 
and the Account says: 

"This account shall include the cost of 


station and office structures, their fixtures, 


1 
appurtenances :++ etc. 


Now, will you look at page 30, and just underneath Mr. 
MacPherson's "coal and ordwharves", you will find Account 
Number 26 "Telegraph and Telephone Lines". 

A. Yes, but you understand, Mr. Frawley, in my 
evidence in chief that I pointed out that the American 
Lines did have some small telegraph and telephone operations 
amounting to 3/100 of 1% of the total railway revenues, 
and the classification has to provide for those small 
Services’. 

Q@. When a railway company in the United States operates 
a telegraph system, these are the accounts which guide them 
in the accounting? 

A. The Interstate Commerce Commission classification, 
realizing that these things were all incidental and small 
in amount, did not require the - - 

Q. I don't see why - - 

A. Please, Mr. Frawley. The Interstate Commerce 
Commission, realizing that these small railways pee these 


incidental services would be burdened by setting up separate 
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companies, separate charters, permitted the railways to 
float these items into their accounts, and my evidence is 
to the effect, that whatever may happen to be in. the total 
of United States Railway accounts, does not make a whit of 
difference when you come up to a freight rate case. 

Now, the situation in Cenada is entirely different. The 
two large railways in Canada have extensive telegraph and 
extensive express services amounting to many millions, and 
the situation in Canada is not on a parity at all with what 
it is in the United States. Let me make it quite clear, that 
what you are now Speaking of to me about the classification, 
is well known by Canadian Pacific accountants and by Canadian 
National accountants and we are willing to get around a 
table - we are willing to cooperat e with the Board - we are 
willing to get out the best thing we can towards uniformity 
of the classification, and have no fearvanout that. 

OQ. noWellsthatets very promising. If I may just get 
on with my cross examination, you said a few minutes ago 
something about those small railways. Was that a Slip oF 
the tongue? 

Ace No, (nous bie 

Q. You were referring to small railways? 

A. That is my belief. 

Qi) Tputi tite you, that these accounting classifications 
are. for Class. Railways? 

A. But what Class 1 Railway has its own communication 
service? 

Q. The accounts are for all Class 1 Railways? 

A.oo I am not disputing that fact. 

Q. I don't see any reason why you should draw a 


dis tinction because a telegraph system is small? 


ar sssobive pv by 
isgot odd ne od 6 Gada 
46 Sriw ne cham Mos #900 pe tniso 2o—enwel DE aotest 
aay adeg dgton’ Soe ay eee HOY awe 


wr, Enero VEY eins at chehon at voltned 66 odd) HOM) ‘uy 
6 ba 
eben Pye ws bat opink om | 


aA yin rovedatinitoes | 


iis} Hqeetmad ee ave unedas ase eh 
bee. BNO ELE Pa tet oF en Tee Cl syboaetae 
et head ak rotzeudia, odd 
$2 potent odd, oh Be +2 Pe 


soitegiivaacho of} gueds qiliat ‘te se hibege) Ren aan iO, jseiw 
eo. woos £ Love Pra: 


saw ARE Tis 26 ystaca 6 Ne Sor 


Ee 


ene aseky sehue 2 alam ents TSs 


neibsagh ye BAR sdaatqeeses S21 G64 ae pheno 
4 heyers eee od waitigw oe: or Bee djaatimosas [anohien 7) 


eda gee +) He Say Ag fue devegoes oF BALL OW BIG au = 9héébs. . am 


ud Lal ine eirewes and aw unis Jace of ate Yep od ei 


are SpE eS OF Sy oK ter  porneolhieasla say ae 


Peak wea t Fi enpermeva way whl eeae tian 
a: Je % 


gn HD: juste get gb hLse- HOV | ACLS sti eeRY asene go apie ae. 


oe «fis 2 @sag caw pes! 18% (icon ogee Fags mn Loit ones 
fougned ant 


on . Osha 


bo, 


nes ef aA ie a sae as ode EE a Ge : wee ae yoy Ct 


otied wrlel gee) ae 
aor 2 oo id Leedio spats auocss suate gedd, doy ed ¢h Sad ieee 


euyenl tek iL pent 204 bi! 


a if 


ie tite su ae nw abd addeowayl oA t aéafOudpawe JGR ook 
GG E7838 


net ovs adepoope eat aaa, 


oo8o 4588 gartvaerh, FoR, | is tye 2 
/ cake he, 


wie Efvota voy way nGBeot yee eae Go eebys he are! 708 
7 eifans Bt wedeer fontgeted 6 aaweoed «tos 
on, 


“ my) Au 


- 17015 - Mr; Liddy er.ex 


A. You just leave it to us, and we will fix this thing 
to your satisfaction. 

Q. That is the way it has been for fifty yearssan Tteis 
almost time to make a speech, Mr. Liddy. Some people in 
Canada hope that the day will come when these things will 
pass into the hands of a regulatory body. 

MR. EVANS: What he is saying to you, is that the 
Board and the railways have got to sit down and your:.¢wn 
accounting witness has agreed to that. That is all he said. 
We will come to an agreement on uniform accounting. 

MR FRAWLEY? Hetjust®satad’ "leave it all to us™ 

MR. EVANS: No, he did not. 

MR. FRAWLEY: That is just exactly what he said 
and Mr. Jefferson said just about the same thing. 

MR. EVANS: Now, now, Mr. Frawley. 

MR. FRAWLEY: No, I am just somewhat concerned 
about how things have been going in Canada. The Governor- 
General-in-Council has set up this Commission to just find 
out all about it. 

MR. EVANS: We are not objecting to having the 
Commission find out anything. That was a perfectly imprti- 
nent and uncalled for remark. 

MR. FRAWLEY: Now, Mr. Liddy, will you look at 
Account Number 26 on page 30. I have called your attention 
to that. The next one is on page 46, Account Number 73. 
From that, you will find that provision is made for some 
expenses, expenses of the telegraph services, the law 
expenditures in connection with telegraph services, that is 
for construction as a matter of fact, as the Account so 
indicates, and you have a direction there, or the American 


Class 1 Railways have a direction as to where to make an 
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accounting of legal expenses in connection with telegraph 
services? 

A. Well, the lawyers always seem to come in with their 
Bees 

Q. Even at the beginning before the lines are com- 
pleted. 

THE CHAIRMAN: That is a very practical thing: 

MR. FRAWLEY: Yes, taking care of the lawyers 
before the line is finished. Then, on page 46 again, Item 
74, "Stationery and Printing" - - 

THE CHAIRMAN: What is this now? 

MRy FRAWLEY; In the next account, sir, "Stationery 
and Printing" Number 74. 

"This account shall include the cost of 

Statienery, stationery supplies" and so on. 
Then, down in the third column again, on page #7, you see, 
"Telegraph Blanks", so that they tell you how to account 
for the money you spend for telegraph b Ianks, and I take it 
that is during construction, and I suppose that is for the 
public to send messages. Would * you say that that is for 
the public to send messages? 

THE WITNESS: Yes, this classification is consis- 
tent, but don't worry about the amount, Mr. RbAwiens TCTs 
inconsequential when you take all the United States Railways 
combined. 

COMMISSIONER INNIS; I would ask Mr. Frawley this. 
Has this reference to any. classes of employees? 

MR. FRAWLEY: On page 46? 

COMMISSIONER INNIS: On pagre 46. 

MR. FRAWLEY: The whole heading, sir, is "Stationery 


and Printing". 
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COMMISSIONER INNIS: But following immediately - 
"Include the cost" and so on "Used by any class of employee". 

MR. FRAWLEY: "Used by any class of employees in 
connection with construction and not provided for elsewhere". 

THE CHAIRMAN: This is a residual clause. 

MR. FRAWLEY: That might very well be. 

THE CHAIRMAN: Yes, it says "Used by any class 
of employees in connection with construction...". 

MR. FRAWLEY: '...and not provided for elsewhere". 

THE CHAIRMAN: It must be used by employees in 
connection with construction only, then, and not as provided 
for elsewhere. 

MR. FRAWLEY: Yes, well, can you - you are familiar 
with these accounts, Mr. Liddy. Can you tell me where one 
would find any premise about this Account 74, the item, 
"Telegraph Blanks" to which I have called your attention? 
These are not telegraph blanks for the use of the PUDLIG co 
Send commercial messages? 

Aa) Certealalvonot: ithis ie. 4 property investment. 

Q. Well, a moment ago, Mr. Liddy, you said "Certainly", 
SO perhaps you were wrong. You are now correcting that, 
are you? 

A. I did not say "Certainly" or I did not intend to 
say "Certainly". 

THE CHAIRMAN: The phraseology is this, that 
"This account shall include...". It is not excluding the 
blanks used by employees. I think it means more than Chat. 
It means, probably all] these descriptions and including 
those used by employees. Isn't that right? 

THE WITNESS: What it means, sir, is that in 


building this property - - 
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Q- "the cost of Stationery, stationery supplies, 
postage, office devices and printed matter" and then iG 
goes on "limited", but it includes those things! it does 
not say meaning those things. 

COMMISSIONER INNIS: Mr. Chairman, do the words 
"shall inelude" make it - - 

THE CHAIRMAN: I think the word - I would have to 
readstene Rest. Of 1trito Gee . 

COMMISSIONER INNIS: I think the word "shall" is 
used throughout the classification. 

THE CHAIRMAN: But we still have to see what 
"elsewhere provided for" means. 

THE WITNESS? 9 2¢ Simply means that this is one of 
the legitimate expenses of property investment. 

THE CHAIRMAN: But Mr. Frawley, you have been’ 
through these orders many times, I can see. Then, when 
this Item 74 says, "This account shall include...", does 
that mean it includes nothing else but what follows? 

MR. FRAWLEY: Well, you see, looking at it from 
the point of view of the GOnNStruction of 2 Statute, of course, 
the expression "shall include" does signify that it te 
not all-inclusive, and there may be other items. 

THE CHAIRMAN: Does it mean then: "This account 
Shall include all these items which are enumerated here 
(maybe a hundred or so)" - shall cover all those including 


materials 
those 


used by employees in connection with construc- 
tion? 

COMMISSIONER INNIS: I should think, Mr. Chairman, 
Since each heading begins "shall include", it is°4 directive 
to the effect that that was the limit. 


THE CHAIRMAN: Yes, I think what Dr. Innis says 
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1s probablyithey solution: of it. 

MR. EVANS: Of course, there is this to be said 
about; thates sim Thati 7) says: —))"' 

"Shall include the cost of Stationery, 

Stationery supplies, postage, office devices, 
and printed matter, used by any class of em- 
ployees in connection with construction and not 
provided for elsewhere". 

THE CHAIRMAN: Yes, there are such items as are 
provided for elsewhere. 

MR. EVANS: It is one of those basket items, I 
think. 

MR. FRAWLEY: I might call your attention, sin; 
to Item Number 14, on page 18, which is under the heading 
of "General Instructions". 

THE CHAIRMAN: Did you say page 18? 

MR. FRAWLEY: Page 18, sir. 

THE CHAIRMAN: And ftem 14? 

MR. FRAWLEY: It is page 18, and it is under the 
heading of "General Instructions". It is Item 14, yes, sir:- 

"To the end that uniformity in accounting 

may be maintained from year to yoar,) Garniens 
Shall submit all questionsof doubtful interpre- 
tation of the accounting rules to the Commission 
for consideration and decision". 

THE CHAIRMAN: It may apply here to the Board? 

MR. FRAWLEY: Yes, sir. Now, when you look at 
page 68 again, Account 138, it seems to clarify the matter 
to some extent. Now, that is the rewenue, and it says:- 

"This account shall include the revenue 


from commercial telegraph and telephone operations; 
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also amounts received from telegraph and tele- 
phone companies...". 
And that has been amended up to the first of January 1949, 
and that certainly seems to contemplate that if a Class 1 
Railway receives revenue from commercial telegraph operations, 
that it goes into the ordinary rail income of the company. 

THE WITNESS: As I said, Mr. Frawley, the Inter- 
state Commerce Commission, realizing the inconsequential 
amount of these things you are Speaking of, have made this 
classification this way, and I have not a bit of doubt in 
my mind if these things were consequential that this classi- 
fication would not be the same as it now is. Whether that 
LS a act: or: not, h canis PLOVe wast. 

Q. These are the most recent and up-to-date rules 
which you were good enough yourselves to supply the Commission 
with? 

A. And explain. 

Q. And these are the best they have been able to work 
out up to date anyway? 

A. With the situation that actually exists. 

Q. Now, on page 145, I have just one more Account to 
call to your attention, and that is over in "Operating 
Expenses ~ Transportation", and it says:- 

"This Account shall include the cost of 

telegraph and telephone operation not provided 

for elsewhere". 

Now, Mr. Liddy, in any event, whether your method ‘is 
right, or the only other method that we have in Canada, the 
Canadian National method of accounting for the revenues, you 
account for the revenue from commercial telegraph operations 


in your Other Income. The C nadi n N tional account for it 
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in, 14s nell, Income. Now, whether or not you are right, 
or the Canadian National is right, may I take it from what 
yourhave said, that the Board of Transport Commissioners 
should have the power to prescribe a uniform set of rules 
which would select the method, select which of these two 
methods should be the one to be followed? 

A. If they deem that necessary, yes - I have no ob- 
jection whatsoever. 

THE CHAIRMAN: Would they have any different 
results on questions of freight rates and so on? 

MR. FRAWLEY: Well, yes, sir. 

THE CHAIRMAN: Well, explain that. 

MR. FRAWLEY: Well, because, when we come before 
the Board in a rate case, sir, we find that the net revenue 
of the Canadian Pacific Railway from its commercial telegraph 
Operations is shut away from us. They are in the accoun: 
known as Other Income (I use the word "account" there 
precisely) and so the railway argues to the Board that the 
financial need of the Canadian Pacific Railway must be 
determined without any regard whatever to the monies which 
they have earned from their commercial telegraph operations, 
and to make the point clearer, my lord, they say the same 
about the net revenue from the commercial telegraph opera- 
tions as they say about their dividends from the 
Consolidated Mining and Smelting Company. Now, they put 
them all together - = 

THE CHAIRMAN: What would you do in that case? 
Would you put them in including the mines and telegraphs? 

MR. FRAWLEY: No, I would draw a distinction. 

THE CHAIRMAN: How far do you go? 

MR. FRAWLEY; We would put, sir, all of the 
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page 13, of the 20 Per cent Case or indeed the BxXVi OL ts 
LOPUri Viet Gomco Gabe, the Exhibit 189 -. - 

THE CHAIRMAN: Well, you would have those? 

MR. FRAWLEY: But I would exclude Number 4 Sa 
that is "hotels". 

THE CHAIRMAN: You would exclude them? 

MR. FRAWLEY: Yes, as far as the submission of 
Alberta is concerned, we think that each one of these items 
1 to 8 should be included in rail revenue. 

THE CHAIRMAN: 1 to 8 inclusive of Exhibit 189? 

MR. FRAWLEY: Yes. 

THE CHAIRMAN: And any others 

MR. FRAWLEY: No, we stop there. 

THE CHAIRMAN: You would exclude, for instance, 
hotels and the smelters? 

MR. FRAWLEY: Yes, and the smelter's dividends. 
Theat As Oun post ton. 

COMMISSIONER ANGUS: Well, Mr. Frawley, won't 
that affect this question of accounting? If it was decided 
to take your view as to whether those should be included 
or not, then the accounts would conform naturally to that 
view, but if it is decided to exclude this type of account 
from the yardstick railway's earnings, then the account would 
naturally exclude it? 

MR. FRAWLEY: Oh, yes, sir. | 

COMMISSIONER ANGUS: So, isn't it approaching it 
in a rather circuitous way to deal with the accounts before 
deciding that question of inclusion or exclusion? 

MR. FRAWLEY: Oh, I have a submission in regard 
to segregation. I say that must go to the Board. I don't 


know, with respect, that it makes too much difference if you 
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approach it from the account; it has got to be brought 
there. both ways. 
THE CHAIRMAN: What must go to the Board? 


MR. FRAWLEY: The segregation of accounts.,7 6.12. 
I say that the Board must decide. The Board of Transport 


Commissioners, now, must decide with respect to this Other 
Income of the Canadian Pacific Railway. 

THE CHAIRMAN: Then you mean that it must be 
left open to the Board to decide whether or not "hotels", 
for instance, should be excluded, and smelters? 

MR. FRAWLEY: Yes, and the Alberta segregations 
of all these things that are now in Other Income. 

THE CHAIRMAN: You see, you are leaving something 
very important to the Board there. 

MR. FRAWLEY: Yes. 

“THE CHAIRMAN: Do you think it is proper to leave 
that to the Board? 

MR. FRAWLEY; Yes, because I say this is a 
regulated company. The Canadian Pacific Railway Company 
by and large is a regulated company, but they say: "We 
have many aspects of our business which are not regulated”. 
I think the regulatory body should have the right to say 
what is subject to its regulation from the standpoint of 
revenue and expenses. 

THE CHAIRMAN: Now, has the conduct of the Board 
in respect of these matters been agreeable to you so far? 

MR« FRAWLEY: I might say it this way, sir oe we 
have. argued that Other Income, if it is not to be taken in = 
we did make an argument originally that Other Income should 
be taken into account, and we at one stage put it to the 


Board that a good many of these things should be taken into 
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account, but our final statement to the Board, was, sneat if 
Other Income is not to be so taken LUO “ACCOUNT. Taonwes 
least Other Income must bear its proportion of corporate 
obligations, namely, fixed charges and dividends, and finally 
our submission made to the Board in the last analysis was 
that fixed charges must be apportioned as between rail and 
non-rail and that dividends must be apportioned as between 
rail and non-rail. 

THE CHAIRMAN: Then, after you had apportioned 
them what would you do with them? 

MR. FRAWLEY: Then you only charge to rail that 
portion of the fixed charges which have been apportioned to 
rail and you would then leave to be borne by Other Income, 
that portion of the fixed charges which have been apportioned 
to non-rail. 

MR. COVERT: That makes the requirements smaller, 
Mr. Frawley? 

MR. FRAWLEY: That makes the rail requirements 
smaller, sir, and when you do that as to dividends, it mekes 
the rail requirements still Smaller, and then the freight 
rate increase is only arrived at as a result of the increase 
of that reduced financial need. 

THE CHAIRMAN: We know now where you stand, and 
we will hear your argument later. 

COMMISSIONER INNIS: Could you say, Mr. Liddy im 
this Exhibit 189, whether this is a normal state of affairs 
as to the various items on the account? You see, 1t is ronry 
FoPrd Orig 

THE CHAIRMAN: Before we get down to actual 
accounting, these questions which I might call questions 


of principle, have first to be determined. 
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MR. FRAWLEY: Yes, sir. 

THE CHAIRMAN: It is only in case we determine 
everything according to your system that the accounting 
would then have to follow? 

MR. FRAWLEY: Yes. Well, I agree with Professor 
Angus, that actually that is the precise way to do it - 
arrive at your segregation and then the accounting matters 
Wilt) fall in, 

THE CHAIRMAN: That is why I have been asking 
you what do you really want in the way of railway require- 
ments and so on, and you have told me now. 

MR. FRAWLEY: All this discussion and the whole 
of Mr. Liddy's evidence is directed to the direction which 
your lordship has and the Commissioners have under paragraph 
(d) of Section 2 of the Commission, because it is really 
uniformity of accounts that I am directing my mind to, and 
to put the matter clearer, sir, would you look at Exhibit 
189, and you said to me a moment ago, Sir; that I was new 
placing in the hands of the Board a quite important dis- 
CUSSiOn. LY realize tat put => 

THE CHAIRMAN: You are going to the actual 
accounting? 

Mit. “FHAWDEY 2 *Thret “le right fut) shivik 0 1s 
necessary because - - 

THE CHAIRMAN: And you still keep that attitude? 

MR. FRAWLEY: Oh, yes, sir. 

THE CHAIRMAN: That the Board should be given the 
power to say whether or not certain things are rail and 
non-rail 

MRO FRAWLEY s-Yes); sir, exactly? SITthink Decen 


illustrate it if you look at 189, and we take the case of 
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the Toronto Terminals Railway. Now, I have no hesitation 
in making a statement to the Commission that the Board 
Should have the right to say whether or not the revenue 
from the Toronto Terminals Railway Company, the Canadian 
Pacific undivided one half of it, should go into rail or 
non-rail. I think that is fundamental. 

COMMISSIONER ANGUS: Has it that right now? 

MR. FRAWLEY: That raises a question, Sir; that 
I think I should call to your attention on Page Pa ye ore 
they have not that right now, sir, even if they have, 
and the Canadian Pacific argues that they have, the Board 
themselves they think have not - - | 

THE CHAIRMAN: The Canadian Pacific argues 
that the Board has that right now? 

MR. FRAWLEY: Yes. 

THE CHAIRMAN: But the Board rejects that? 

MR. FRAWLEY: The Board said at page 13, when 
they were dealing with these same revenues which we have 
here’ on Exhibit 189) “they sata’:= 

"Counsel for the respondents have also 

maintained, that if Other Income is not to be 
considered in fixing the level of freight rates, 
that this Board exercise active control over 

the establishment of what is rail income and 
what is Other Income". 

THE CHAIRMAN: That is what the provinces ask 
Love 

MR. FRAWLEY: So you will see, I am supported in 
taking this position:- 

"The foregoing contention points directly 


to a fundamental difficulty experienced by the 
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Board, that the Railway Act does not in its 
present form give the Board authority to 
control the accounting procedure of the rail- 
wayS in the manner advocated by counsel". 

THE CHAIRMAN; It is more an accounting procedure? 

MR. FRAWLEY: Much more. 

THE CHAIRMAN: Because the accounting procedure 
would only follow as soon as jurisdiction is determined? 

MR. FRAWLEY: In my respectful submission, in 4 
matter of that kind, without worrying too much about 
whether our contention or the Canadian Pacific contention is 
PLgnc,<1t shouldbe .mede elear,. 

THE CHAIRMAN: Well, as I understand it, the 
Canadian Pacific's contention is, that the Board is mis- 
taken when they say that. 

MR. EVANS: I think, with respect, they are wrong 
here, but. what fF am Saying to this Commission is, that if 
there is any doubt about the Board's power to establish 
a uniform classification of accounts, we are not here 
objecting to that. but. sz would, if my friend is going to 
argue that paragraph and what it means, I would like to say 
this, that the Board for many years and in practically 
Every rate case has ruled time and time again on this 
question of Other Income. 

THE CHAIRMAN: And ruled in what direction? 

MR. EVANS: They have said in effect, that "We 
will not take into account in fixing freight rates, the 
income received from other than rail operations". Now, 
that is a matter of principle.. Now, this paragraph, in 
my respectful submission, does say, that the Board 


considers it lacks power to deal with accounting procedure. 
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On that one matter, I think with respect, they were wrong, 
but on the matter of principle, whether or not you exclude 
or include Other Income, it quite obviously would be impossible 
for the Board to carry out its duty under the Railway Act 
to fix just and reasonable rates, unless it could consider 
those as quite apart from accounting procedure. They might 
be completely lacking in accounting procedure, but they 
can and they have determined the matter of principle on 
many occasions. 

MR. FRAWLEY: Now, my lord, when my friend speaks 
of the matter of principle, you see how unsatisfactory the 
Situation is. Other Income relates all the way from 
commercial telegraph revenues to, say, the dividends from 
chensale of chemicals at Trail B.C. There is a difference 
there. Of course there is a difference, and the problem 
is what is properly classified as rail income. That is the 
point, and the Board should be the one to say, and we will 
have to be content after a proper argument with what they 
say, and we would hope that they would say that commercial 
telegraph revenues should go to rail, that the Toronto 
Terminals Railway operations should go to rail, and, say, 
the smelter's revenue should go to non-rail. Those are 
just illustrations. 

THE CHAIRMAN: But were you content with what 
they said in that 21 Per cent Case in that respect? 

MR. FRAWLEY: No, we were. not content and we were 
particularly not content, because we thought that at the 
very least Other Income should have been asked to bear its 
portion of the corporate needs of the company. 

THE CHAIRMAN: Although you were not content, 


then you would still say that jurisdiction in the matter 
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should remain with them? 

MR. FRAWLEY: Oh, yes. We are now before a 
Commission which is going to lay down some rules for this 
Board, and now we are actually on the question of what 
Should the powers of this Board be from now Ons 

THE CHAIRMAN: If I understand you. correctly, 
they should be the very same powers under which they decided 
the certain things of which you did not approve? 

MR. FRAWLEY: Except that what they do should be 
made much clearer, sir. There should be a direction sin 
whatever authority is given to them to set up uniformity of 

accounts. 

THE CHAIRMAN: Before you get to uniformity of 
accounts? 

MR. FRAWLEY: I am using "uniformity of accounts” 
broadly, and not tooaccurately probably. There must be a 
larger power/ma ds abundantly clear what the Board should 
determine and that their word is final. 

THE CHAIRMAN: Now, let us take an extreme case. 
Take this enterprise which we have been calling "smelters". 
Would you wish the Board to Say whether or not that enterprise 
Should be taken in as rail or non-rail? 

MR. FRAWLEY: I would leave that to the Board, 
YeiSs ssi 74 

THE CHAIRMAN: Would you, Mr. EVans? 

MR IGEVANS + dGWes, sir, but I think quite obviously 
I would have to say that I could never while I had a breath 
left fail te contest against any finding that the mining 


company should be taken into the rail account. 
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---(On resuming): 

COMMISSIONER INNIS: Q. IL justiwantiete go back 
to- the question, Mr, Liddy, as to the normal character of 
those figures in Exhibit 189. Are those items subject to 
considerable fluctuation over 8 period of years? 

Me Yessethney ere, Dr. Innis. Take the first item on 
Exhibit 189, communications: For the year ending December 
31, 1947, the net earnings of the communications department 
were $1,068,000; in 1948 they hed shrunk to $33,500, 

THE CHAIRMAN: Q. In what year? 

A. 1948; that is the next year. And in 1949 they 
were $813,000. There was 3 15 per cent increase in com- 
munication rates sometime during the year 1949. But there 
are wide fluctuations. Now, I think your question related 
more, perhaps, Dr, Innis, to whether or not this amount 
Shown on this exhibit was norneal. 

COMMISSIONER INNIS: a, Yes, that is rignt. er 
wanted to find out whether, for example, e deficit was in- 
volved in these various items -- what Mr. Frawley's position 
would be. 

MR FRAWLEY: Well, we have to be consistent. If 
we are going to take the profits we would have to suffer the 
deLfLopts': 

THE WITNESS: Well, take in that connection, Dr, 
Innis, the Northern Alberta Railways. They hed an income 
Surplus of $124,000 -- that is our proportion of the surplus 
<P L OY 2 pac ain Lovee. 

MR FRAWLEY: Q. You shere that with the CoN a 

A. ---there was 9 deficit of $177,000, end in 1949 thet 
deficit is increased to $211,000. Now, take hotels, for 
example--- 

MR EVANS: Q. Is that our proportion of the toter 


deficit you are Speaking of, Mr. Liddy? 
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A. I am sorry, Mr. Evans, That is our proportion; 
I would like to make thst clear. 

Q. The total deficit would be double those figures? 

fia aetna Ls wieht.... TT. would just like to mention 
hotels. At the present time, as everybody knows, hotel 
accommodation is at a premium, snd hotels ore probably 
doing better than average, so thet I would expect over 3 
period of years that perhaps hotel earnings would not be 
és high as shown in this statement. 

COMMISSIONER INNIS: Well, I am wondering under 
those circumstances whether the prospect of increase and 
decrease and fluctuations does not perhaps mean that too 
much attention is being given to all these items one way 
or the other. 

MR FRAWLEY: Well, for instance, we speak of 
communications, It would have reduced the rail need by 
@ million dollars. 

MR EVANS: You have got to have something given 
to the investment in communications. 

MR FRAWLEY: We are telking sbout requirements, 
This is the income which communications earned in 1947. 

I say that should have been added to railway income. Now, 
ifs should be something less because something should 
have been credited for investment -- whatever, it. is ei fee 
is properly so closely allied to rail that it should be 
treated as rail, then we should take the net profit, sanders 
there is a deficit that should be charged against rail. It 
may not mean very much, sir, in the end. 

COMMISSIONER ANGUS: Mr, Frawley, is your general 
contention that on principle these items of income should be 
included as rail income, contingent on the Board proceeding 


on the requirement basis as opposed to the rate of return 
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basis? 

MR FRAWLEY: I think that that certainly 
follows, sir. If you are on sa rate base basis, then 
other considerations apply. You would add the investment 
in these properties to the rail investment. 

COMMISSIONER ANGUS: Well, if you were on a rate 
of return basis, for instance, and a rate of return of 
the order of 8 per cent were allowed, you would lose by 
including these items with the others, 

MR FRAWLEY: That may be, sir; but there is 3 
principle involved, and it is not, with respect, I think, 
a merely academic matter, The freight shippers of Canada 
Should not be asked to pay on the basis of financial need, 
which excludes revenues and net income which are properly 
rail income. Thst is what it amounts CO, Sir. Gleeiuee 
comes to the simple fact of wherein lies the revenue. 

Q. Now, Mr. Liddy, I want to talk to you for a few 
minutes ebout depreciation. First I want to just put on 
the record the numbers of the I.C.C. accounts. 

A. Perhaps before you go to that Subject, Mr. Frawley, 
if the Commission desires it I am sure they can get from 
their accounting expert on the Commission whet the classifi- 
cation says about these various subjects. “It is all set ‘oug 
herev in “the classification, what shell be done under those 
circumstances. 

THE CHAIRMAN: Q. You ere talking now of depre- 
clation? 

A. No, I am talking about this rail and non-ratl, 

Q. You sre going back to the other? 

A. Yes, 


Q. I beeg your pardon. 
A. May* I just for the purpose of the record point out 


that on pagee 241 of the classification there is a form of 
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general balance sheet set out. 

Q. Page 241 of what? 

a ODS this Classification, Exhibit 162) sis 

Q@. Yes, under the chapter on classification? 

A. Yes, sir, 241. May I point out that the general 
form of the balance sheet mekes it very clear that you 
Shell “put -et the top there, account 701, the road and 
equipment property, and you shall put into account (giloy 
which you will find down later in the page, miscellaneous 
physical property. Now, you will fina on page 211 the 
textual matter which Says what shall go. 

Q. You are going back to another page? 

A. Yes, 211, which Says whet you shall put in those 
respective accounts. Let us look at page 211, 

Q@. Road and equipment property? 

A. Yes. Notice it Seys, "Shell inelude the accounting 
company's investment in road and equipment used or held for 
use as transportation property." 

Now let us look at page 217, which describes what 
Shall go into account F052" Recount TOD, On page 217,°is 
described as 
"This account shall include the accounting com- 
pany's investment in physical property other than 
property assignable to accounts {OT ‘and “702, including 
hotels, restaurants, power plants, etc., which ere not 

Operated by the accounting company or another carrier 

in connection with its transportation service," 

Now let us look at the form of the income account, 
Page 191. That shows the form of the income account. Notice 
at the top there are accounts under (A) for Railway Operating 
Income. Notice later on down the page there is the. word 
"Other Income", and the first item there is "Account 502, 
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COMMISSIONER ANGUS: Q. Con you tell Useilirs 
Liddy, if these rules in the United States are designed to 
help in fixing retes, frei sht ibaa ret the basis of 
requirements or on the basis of earnings, on a rate base? 

A. They have been going on the basis of a rate base 
for a number of years. 

Q: einiithet» case, these rules, strictly, would not be 
related to the same purpose as the Cenadian rules, essuming 
that the Canadian Board were going on a requirement besis? 

A. That may be so, sir, 

Q. It would seem very difficult to talk about trans- 
posing the rules unless we know whether the purpose is 
Similar? 

ne "Yes. 

MR EVANS: I think the record perhaps ought to 
contain this statement from me. The Board in the 21% Case, 
while it went on the so-called requirement basis, tested 
the requirements in relation to what return would be given 
on the property devoted to railway service, and that was 
the basis we went for. We asked for 3 percentage increase. 
My friends have tried to tie me to requirements end nothing 
else, but in our evidence in chief and in the judgment of 
the Board it is quite clear that we asked the Board to 
test what we said were proper requirements in relation to 
what return it would provide on railway property, end when 
we came to the 20% Cese we specifically asked the Board to 
find a rate base and a rate of return, although we did not 
ask them for such increase as might be necessary to give the 
maximum return, We said, "We will accept the formula that 
the Board previously adopted, but we do ask you to make e 
finding now of an investment base end a fair rete of return," 
So thet we cannot have any argument here as to whether it 


is a straight question of apportionment of distance and 
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fixed charges or Something else. We said, "At all times 
you must consider what you award in the light of the 
return on the investment," [I think that has been perhaps 
overlooked in the discussions of my friends, but the fact 
has been that we never at any time in our application 
said, "Give us this much money regardless of the rate of 
return on investment." We said at all times, "This much 
money is 3 fair requirement when measured in relation 

to a return on investment." In the United States, of 
course, it is quite s different Situation, In the United 
States all wrailweys go in on one application. Now, 
the requirements of each of the several hundred railways 
Will all be different, and the rate of return on each of 
Several hundred railways will 311 be different. What they 
have done there is to take the total railway property 
investment 3s shown by the books of the company, depre- 
clated, and they have calculated an average rate of 
return on groupings of railways -- the Pocohontas group, 
the eastern carriers, the western carriers and the southern 
carriers -- but they do not take in the investment of each 
railway and the return for each railway; that would be a 
physical impossibility. I just wanted to clear the record 
on that. 

COMMISSIONER ANGUS: But their accounting rules 
38re designed to facilitate the type of approach that they 
propose to use. 

MR EVANS: Well, I would sey not, without being an 
expert on accounting. It seems to me that the accounting 
rules were designed to provide what the Interstate Commerce 
Commission felt was an accounting classification suitable 
to United States conditions, and I would respectfully sug- 
gest that they probably were not influenced in the Slightest 


degree on the way they went about measuring what the needs 
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of the railways were, because it seems to me thet as a 
matter of principle whether you have uniform accounting 

or whether you have not, you have got to meet thet ques- 
tion of principle as to whether in a freight rate 
application you sre going to include communications 
revenue, for instance, because when you come to a commun- 
ications rate case you have then got to establish whet are 
the needs of the communications department or the commun - 
ications company, whatever it may be, you have got 

to fix the rates for telegraphs, and the Bosrd has that 
power today, and does; you have got to fix those rates 

in relation to the requirements of that business or the 
needs of rthet business, whether you go on 82 rate of return 
or anything else, Now, the communications department of 

the Canadian Pacific has no outstanding debt as such, i vais 
not a seperate company, and yet in effect my friends would 
argue that the communications department could have no 
return of its own on its investment -- take in the revenue 
because you happen to have fallen into the trap of going 

on requirements, and don't pay any attention to the twenty- 
two-odd million of investment in these commercial operations, 
Now, to me it is a very simple principle. :All this matter 
of principle can, and I hope will, be decided, but the 
Board is going to have to consider all these questions. 
It certainly can consider them now from a standpoint of 
rate-making; it is only a question as to how far there is 
power to enforce a uniform classification, end if there ig 
any’ shortcoming in that power--- 

THE CHAIRMAN: Enforce whet? 

MR EVANS: A uniform classification. If there 
is eny shortcoming in thst power, we are here to Say we are 
quite content that that should be made good. 

MR FRAWLEY: My lord, it is too bad, perhaps; 'thac 
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Mr. Evans has once more raised the question of the manner 
in which the roilways presented their case to the Bosrd of 
Transport Commissioners, but, for the record, 1 muse _cais= 
agree with whet he said with regard to the matter of 3 
rate base and rate of return. It is made ebundaently clear 
on pege 24 of the original judgment of the Board in the 
21% Case, and I read this: 
"In previous steam railway rate cases the Board 

has not based its decisions on the relationship of 

net railway operating income to the investment in 

railway property used in transportation services. 

Nor do the railways in their present application ask 

the Board to fix a rate of return on their investment 

in railway property used in transportation services. 

I think, however, that we might appropriately have 

Some regard to the rate of return on the amount 
invested by the rsilways in railway property used in 
transportation services, as a test by which the 
reasonableness of the rates may be judged. One diffi- 
cultyyenowever,.48 in ascertaining the value of the 
railway properties so used in transportation services, 

The determination of the value of investment in 

railway property used in transportation services in 
Canade has never been undertaken. And the question is 
much too extensive and complicated a problem to be 
taken into consideretion at this time." 

Now, the railways came in; the records are there 
for the Commission to look at; the application is there. 
They asked for so many dollars to give them money to pay 
dividends, fixed charges end surplus, or, as they originally 
Called it, something for sdditions and betterments. Now, 
S0-far as. the 21% Case is concerned, it is.as clear as it 


can be that, although my friends were clinging to the rate 
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base as @ sort of side issue, the Board could test it; 
after they arrived at what they should give them under the 
heading of requirements they might test that in the light 
of whst e rate of return on a rate base would be. That is 
whet the railways alleged before the Board. The Board 
found that it was quite impossible for them to come to eny 
Such conclusion, because it hed never been determined, and 
that was precisely the position we took before the Board. 
The rate base rules hed to be Satisfied, only one of which 
I will mention now, and that is, was all this money 
prudently invested, and is it now, all of it, used and 
useful in transportation services? 

THE CHAIRMAN: You Sey that was the ettitude you 
took before the Board? 

MR FRAWLEY: Yves, sit: 

THE CHAIRMAN: Is it the attitude which you would 
take again before the Board? 

MR FRAWLEY: Yes, until they prove a rate base, 
Duke. 

THE CHAIRMAN: And you want nothing done to limit 
or expend the power of the Board to heer your view end to 
enforce it? 

MR FRAWLEY: On rate base? No. We weit for the 
railways to come in and try to prove a rate base, 

THE CHAIRMAN: But when they are in you are there, 
You ere willing to go to the Board again and advance these 
Same arguments? 

MR FRAWLEY: If the railways come in and esk for 
@ rate of return on a rate base? 

THE CHAIRMAN: Yes. 

MR FRAWLEY: Yes, we will be there for the purpose 
of seeing that e rate base is really esteblished and proved 
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quires no change in the legislation, sir, ss I see SBC ate RY 
all. The railways can come tomorrow -- in fact, my 
prophecy is that they would like to go the very next one 
-- and everybody fears there will be another one soon -- 
they would like very much, sir, I think, and Tf say so 
Seriously, to go on 8 rate of returninron al rate base. San 
do not think by that time they will ever have the rote 
base ready to be proved, but that is just by the way. 
Now, sir, I want to carry, the) history off i through, 

because my friend still is clinging, as I say, to the 
rate bese, and he hes made the amazing statement now this 
morning that he wants this Commission to find that he has 
established a rate base, and I Suppose he is talking--- 

MR EVANS: Where do Tsay that? 

MR FRAWLEY: I understood you to say thet just a 
moment ago, thet you want this Commission to say that a 
rate base has been established. 

MR EVANS: I did not Sey that. 

THE CHAIRMAN: I thought I understood that it 
might be established. 

MR FRAWLEY: In the evidence that he has pre- 
Sented before this Commission? 

THE CHAIRMAN: By the Board; isn't that right, 
Mr, Evans? 

MR EVANS: Yes. I never esked this Commission to 
establish a rate base. 

MR FRAWLEY: I was afraid that he wanted Exhibit 
181 to be taken as a rate base. 

MR EVANS: I do not want to be misunderstood, TI 
Sald we asked the Board in the 20% Case to establish 3 rate 
bese and tovPix al retelor return, while at the same time we 
Said, "We are not asking for the increase that would be 


necessary to provide what we consider a fair return. We 
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ask you to fix it now." Wewere méking this application 
on the basis of the formula they found in the 21% judg- 
ment, and we asked Specifically, snd in my submission 
proved, a rate base in that vase. J am not asking this 
Commission--- 

THE CHAIRMAN: But the Board did not agree that 
you had proved it. 

MR EVANS: I was going to speak to this the 
other day, but my friend Mr. MacPherson asked me not to 
Speak to it when Mr, Smith was not here. Mr. Smith made 
the statement the other day, in challenging one statement 
I made, thet he had not Said to the Board there had to be 
@ valuation. Now, the position they took was that there 
had to be a valuation. 


THE CHAIRMAN: That is the position the Board 


took? 
MR EVANS: Theat is the position my friends took. 
THE CHAIRMAN: Not the Board? 
MR EVANS: Not the Board, no. 
MR FRAWLEY: That is not the position we took at 
SL iy 


MR EVANS: Now, I want to go into this, because I 
have the record here to show what position you did take. 

MR FRAWLEY: ‘The only thing about Mr. Smith being 
absent is, he would probably went to go into it ati again 
efter he reads the record, 

THE CHAIRMAN: But, Mr, Frawley, you have been 
telling us what position the railways took, 

MR FRAWLEY: hea ToL Linweted, <1, 

MR EVANS: Here is what Mr. Smith seid--- 

THE CHAIRMAN: Would you go on, Mr. Evans? 

MR EVANS: ---at page 1414--- 

THE CHAIRMAN: This is Mr. Smith? 
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MR EVANS: This is Mr. Smith, at pege 1414 of the 
20% Case. Now, bear in mind that the other day when we 
were eho ueoae this thing I made this statement -- this 
is at page 16661: 
"I would say no, becouse you made a suggestion" -- 
I was there speaking to Mr. MacPherson -- 
"that you could not have a rate base without an 
estimate of value or at least Mr. Smith did. 

MR SMITH: Theat is not correct - unequivocably 
not correct." 

Now, this is that Mr. Smith said -- I am reading from the 
transcript in the 20% Case: 

"MR SMITH: I do not want to prolong the argument 
av alae, my lord . butt would. Like to point out the 
futility of attempting to set rates on the basis of 
book values, rather than on the physical values of the 
property used and useful, which is the only proper 
measure.) L. supmdt . 4..." 

Then there was another statement--- 

THE CHAIRMAN: Have you given the pages and the 

volume for the record? 

MR EVANS: That was page 1414. And previously, on 

page 1409, Mr. Smith said this: 

"It would be impossible to base it on a rate of 
return unless you have @ rate base. That is the 
essential thing in all regulated bodies, all public 
utilities, which are under the practice edopted not 
only by the Interstate Commerce Commission, but in all 
the state and provincial public utility acts, based on 
3 rate of return which must be on a valuation arrived 
at of the property used end useful." 

And the whole case of the provinces was that the book values 


could not be looked at, that there must be 8 valuation. They 


“te ile pe oo ss cone oradd em 
ae Ore ie and’ ‘etetis aver. Soa Dees, ont to) 
Rb abe bh Seoek, I 
Tide Oy LUD ay + WOBTOS Sect i Shae LARERE ce aay 
; r eomiet ton. na 
aig wor? snikseomens F =- Bebe cit tes seri Bf alsis «Wo a 
sanod) ROR tae ah sgiaoenend by 
Jrommen SMORRTG at Beaw Jor ob, J tom ae a mi 
it dva ifter Sd alld. aiuew 1 dud. bith a eee te 
4 tee Sat ce Sates. 2 a? tome te to pet lite? 
wig “hy 6002 fokevne Bis AG nea? Sernrss BREE EY wood 
LRT Me. ans inte . fn teaw Dee fae geeeqong 
, a « Sindee TE, saegeen 
: Sow retit chee ten: iia atiw, ered? nome 
eT eeard ent aavin WOM OVSR 7G HO» SE 
‘peosen Ne 02 Smet 
RG | YOSE ¥ iit ones Sey teat ee ae 
iad G§iee Agim€ <8 OOS i eaeg 
x By i 4 oF Blakeacesk sé Divor ga" 
and 24 en EGG eos =e (28 CESARE Ue MINIs 
NE LEG ~eoloed, Bawls a pi settee ke Lyneeete 
See Bargans SPESE GG. ehas oO a ehettlergu 
si Gud .KOkee Soni? ‘Gutemeg? odadanudaT odds ga. ELKO 4 
/ BOBS .BTOe Vertes giiany Leteaivasy bie shee aig 
ee MehISu hey 2 9 Gem foldw rege Be guar ek 
‘ | 
ree LSGE le Hee Wree Ey ae bio te | 
MELOY HOGG ony ceed new BSebiivogq ant \t6 ayes e Lorie, aad aa 
7. aPaee sinyig @d daue aig gore .go bostecd ed gon bh | 


“tio ke aoa 8 ‘ena BO, aaysood 


ae 


reel, , Di oo 


-17038- Mr. Liddy, cr-ex. 


have perhaps changed their views now, but that was the 
objection they raised before the Board, 

THE CHAIRMAN: Did not the Board say something 
Similer? 

MR FRAWLEY: Yes. Now, I was going to con- 
tinue. So much for what the Board said in the 21% Case, 
and then in the 20% Csse, in the judgment of September 20, 
1949, they said -- and this has already been read into 
the record here -- sat the top of page 15: 

"However I do not believe that such considera- 
tions justify me in determining without further 
evidence and investigation that the investments have 
been prudently made, and that the revenues have been 
sufficiently eccounted for." 

And, in connection with what my friend has just said, 

thet we asked for a valuation, nothing but a valuation, 
what the Board seys is not very well tuned to that sort 

of submission, which, I may say to the Board, over all, we 
did not make. We challenged the mere submission of a lot 
of figures to the Boerd without ea witness going into the 
witness box or some other evidence to show that it was 
prudently invested and that it was sll now used or useful 
in transportation services. It is as simple 2s that, the 


position we took. 


(Page 17040 follows) 
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THE CHAIRMAN: That is simple to state, but is 
Lt simple, to-do? You say it is a thing that must be done? 

MR. FRAWLEY: That is right; it must be done to 
establish a rate base. 

MR. EVANS: My friend has not quite stated that 
correctly, J must say. 

MR. FRAWLEY: I am trying to, Mr. Evans. 

THE CHAIRMAN: What is incorrect? 

MR. EVANS: He said we didn't put a witness in 
the box to prove that that was a proper rate base. 

MR. FRAWLEY: I say you didn't put a witness in 
the box to prove that was a proper rate base. 

MR. EVANS: But we put in an expert who 
Said that our depreciation base was the absolute minimum 
as our rate base. 

MR. FRAWLEY: You took the position that you did 
not have to establish substantively that it wae runes 
investment, that it was an automatic presumption that 
it was prudent investment. I say that statement flies 
in the face of every judgment in the Supreme Court of 
the United States. 

THE CHAIRMAN: You could not give evidence to 
say that anything was prudently invested. 

MR. FRAWLEY: That might be difficult. 

THE CHAIRMAN: You see how difficult that gets. 

MR. FRAWLEY: Unless you go to the other 
-aternative and get in valuation of something that is 
there present. 

It seems to me we are getting far beyond the 
point I was intending to make. I must continue to 

challenge my friend every time he says the Board had any 
| regard to his rate base; I ee it was the first 


Board on the 21 per cent case, or the next Board on the 
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20 per cent case, or the last Board on the 7.4 per cent 
case, had acknowledged or had accepted at all the 
evidence offered by the Canadian Haan eae Railway with 
respect to the rate base and rate of return -- 

THE CHAIRMAN: You approve of the Board's conduct 
in that case? 

MR. FRAWLEY: Yes. To find that there had to be 


a rate base would have been wholly unwarranted and un- 


tenable 

MR. EVANS: My friend Mr. Frawley has made 
another of his sweeping statements. What he said about 
prudency of investment has been Supported. . . That there 


is an onus on us to prove that our expenditures on property 
are all prudent, has been approved by every judgment 
of the Supreme Court of the United States. Now the law 
of the United States is perfectly clear on that Subject. 
It is that: | 
"Prudency creates no particularly difficult 
problem if the Brandeis concept --" 
That is Mr. Justice Brandeis. 
"-- is followed, because the prudency is assumed 
until proved otherwise." 
THE CHAIRMAN: The onus would be shifted back to 
Mr. Frawley? 
MR. EVANS: . Yes. I am reading now from Mr. 
Priest's note on the argument; he is referring here to 
cases on prudent investments. I think he also referred 
to another case .. 
MR. FRAWLEY: What is the citation? 
THE CHAIRMAN: Who is he? 
MR. VANS? “MRS Priesu, sit. 
THE CHAIRMAN: He is a witness. 
MR. EVANS: No, an expert brought in. 
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THE CHAIRMAN: But he was a witness. 

MRaeEVANSis No. He was a counsel admitted to 
practise before the Board. 

MR. FRAWLEY: Not a witness, just a lawyer. 

MR. EVANS: The question of prudent investment 
looms large in the discussion before the Board. Mr. Priest 
makes that clear at pages 4682 jand 4684 and the few 
pages that follow. 

THE CHAIRMAN: He met it by citing certain cases? 

MR. EVANS: Yes. 

THE CHAIRMAN: What are the cases? 

MR. EVANS: I was trying to turn them Up: One 
looks like a citation from the Hope Natural Gas case. 

THE CHAIRMAN: This is prudent investment? 

MR. EVANS: This is an alternative text by 
Thompson and Smith entitled "Public Utility Economics", 
published by the McGraw-Hill Company in 1941. Erwie 
be glad to look up any other case; I haven't got them at 

my fingertips. 

THE CHAIRMAN: This one refers to a book? 

MR. EVANS: Yes, this is a textbook referring 
to the cases on the subject. IL read, also. from: that book: 

"Prudency creates no particularly difficult 

problem if the Brandeis concept --" 

That is Mr. Justice Brandeis. 
"_. is followed, because there prudency is 
assumed until proved otherwise." 

MR. MacPHERSON: My lord, I want to say one word 
in connection with this rate case again, and make a 
statement on what the law is. We discussed it the other 
day, and there is no question as between my friend Mr. 
Evans, my friend Mr. Frawley and myself as to what are 


the leading cases in the United States. The point is 
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that in so far as the C.P.R. is concerned in the 20 per 

cent case they sought to establish a rate base, based on 
what is known as Exhibit 4949; and sought simply from 
witnesses to say that these figures are from the books of 
the company, and to have the Board then say that since 

these figures are in the books of the company, without 

any proof as to . prudency or anything else, that 

Since they were from the books of the company that con- 
sequently they should establish a rate base. We definitely 
challengedthat position, and that position was upheld... 

THE CHAIRMAN: Do you say these cases do not 
find prudency to be presumed? 

MR. MacPHERSON: No. What I say, my lord, is 
this, that in these cases that are cited -- the leading 
case, for instance, the Hope case, that in that case the 
Federal Power Commission of the United States had a 
completely independent board of accountants and engineers 
and others who examined with great detail the accounts 
and vouchers and everything else in connection with the 
organization; and in this instance there was no such 
examination at all, there was no such independent 
valuation, and all that our friends were asking the Board 
to do was on the strength of the evidence represented in 
4949, that it be taken without any independent examination 
such as there was done in the most thorough fashion before 
the Federal Power Commission in the United States. 

MR. EVANS: I wish you would be fair -- 

THE CHAIRMAN: Mr. MacPherson, are you satisfied 
with what the Board did in that case on this question? 

MR. MacPHERSON: Quite. i-am only quarrelling 
with my friend -- 

THE CHAIRMAN: Then you are not asking us to 


make any change in the power of the Board in this respect? 
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MR. MacPHERSON: No, not at all. 

THE CHAIRMAN: Neither is Mr. Evans, as far as 
ican see. 

MR. MacPHERSON: I am not now -- 

THE CHAIRMAN: Then is there any point in 
arguing the case before us, if we are not to do anything 
about it? 

MR. MacPHERSON: I don't suppose there is... 

MR. FRAWLEY: I entirely agree with what you 
say, sir. There is no point in arguing the rate of 
return or the rate base before this Commission. Let the 
Canadian Pacific Railway go to the regulatory body, and 
we will all be there to see what kind of a case they make 
out. 

MR. EVANS: I have a case I would like to put 
on the record, if your lordship will permit me. 

THE CHAIRMAN: Yes. 

MR. EVANS: From Mr. Justice Brandeis, 67 
Supreme Court Reports, Lawyers! Edition, at page 986, 
Southwestern Bell Telephone Case. 

THE CHAIRMAN: What year would that be? 

MR. EVANS: I have no note of the year. It is 
not a very new case. He deals with the term "Prudency 
of investment", and concludes his remarks with the 
quotation I had in mind: 

"Every investment may be assumed to have 

been made in the exercise of reasonable judgment 
unless the contrary is shown." 

MR. MacPHERSON: I think my friend will agree 
with me -- in any event that is the case that changed 
the law in the United States, the Hope case. 

MR. EVANS: No, not that law. 

THE CHAIRMAN: That is the Hope case? 
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MR. FRAWLEY: The Hope Natural Gas case. 

THE CHAIRMAN: Where is that found? 

MR. MacPHERSON: I have not the citation. 

MR. O'DONNELL: It is 1944, 3020, U.S., 591. 

THE CHAIRMAN: That is 320 United States Supreme 
Court? 

MR. O'DONNELL: Yes, at page 591. 

MR. FRAWLEY: I think my friend's case, the one 
he suggested, was 67 U.S . 

MR. FRAWLEY: 67 Lawyers! Edition. 

THE CHAIRMAN: You are certainly educating us 
in our law, if we did not know it before. 

MR. EVANS: I would like to answer Mr. MacPherson, 
when he says that the Hope Natural Gas case changed the 
law on prudent investment. There is no foundation for 
that statement. 

MR. MacPHERSON: I am not going to get into 
an argument on that. What I say is the HOpe Natural 
Gas case was a leading case. It changed the law - the 
extent - but I don't want to get into that. 

THE CHAIRMAN: It is a reading of the cases. 

MR. MacPHERSON: Yes, a reading of the cases. 

MR. FRAWLEY: I don't know how my friend could 
ask this Commission to come to any conclusion on a rate 
babe “and Pate (ol recurn, I assure him if we were asked 
to go into that and argue principally as to what constitutes 
a rate base, that we had better set aside a separate week 
to argue it. 

THE CHAIRMAN: Then there would be no use in 


setting aside a week, a day or an hour, unless you want 


us to do something about it. 


MR. EVANS: I apologize. 
THE CHAIRMAN: As far as I can see, nobody wants 
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us to do anything. 
Me SVAN. Loapolopize. fT took Mr 
Frawleys sweeping statement, and I did not think it should 
remain on the record unchallenged. 
THE CHAIRMAN: Yes, Now we have the witness. 
THE WITNESS: I can say now, Sir, my subject 
is quite subordinate to what has Just been said. 
THE CHAIRMAN: Well, it is an inspiring subject. 
MR. FRAWLEY: I don't know what it inspires. 


THE WITNESS: If you care to put on the record 
something more about how precise the accounting classifi- 
cation is with respect to some accounting subjects which 
have been discussed -- 

THE CHAIRMAN: Put it on the record. 

THE WITNESS: Before the interruption I 
Just pointed out that the form of income statement makes 
very clear that there shall be operating income from 
railways operated, and there shall be other income which 
are not in railway operations, or not as to the railway 
operations. I would like to go to page 53. 

THE CHAIRMAN: Q. Of what? 

A. Of The ciasei fication. The classification Saye 
this: 

"1. Operating Accounts.-- The accounts of this 
classification are designed to show the revenues and 
expenses (including the maintenance of the 
facilities used) of the carrier's railway opera- 
tions, including rail-line transportation, water- 
line transportation, if any, and services incident 
to transportation." 

Now services incident to transportation are included in 


the classification: dining and buffet cars, that is, 
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meals on passenger trains. 

MR. FRAWLEY: Q. Where do you see that? 

A. It is in the classification. 

Q. But where do you see that? You are defining 
the services incident* to transportation? 

A. Leas That is in the classification under 
primary accounts, dealing with the accounting for dining 
and buffet car service, storage, freight, baggage, etc. 

THE CHAIRMAN: Q. I suppose in this COUNTrYy at 
would include Pullman service? 

A. Yes, incidental operations of that kind. 

I would next like to turn to page 54, Miscellaneous 
Operations; that is services aoa cee tee transportation; 
but this is an account called"Missellaneous Operations”, 
and reads: 

"The revenues and expenses of miscellaneous 
operations involving the use of such facilities as 
hotels, rgstaurants, grain elevators, storage 
warehouses, power plants, cold storage plants, etc., 
Shall not be included in the accounts of this 
classification unless the operation of the facilities 
is conducted by the railway companies in connection 
withfurnishing transportation services.” 

MR. FRAWLEY: Q. That is very good of you to tell 

us that item. 

A Now I want to go to page 55. 

THE CHAIRMAN: @Q. That means hotels might be 
used in furnishing transportation services? 

A. Yes? “fm.c rie ineiden€7in connection with 
ae diane transportation services. But there are no 
hotels’ of the Canadian -Pacifie that are so conducted: 

MR, FRAWLEY:Q.That is a large answer, Mr. Liddy. 


A. Yes, a large answer, Mr. Frawley. 
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I would like to go now to page 55, Stockyards: 

"The revenues and expenses arising from the 
operation of stockyards shall not be included in 
operating revenue or operating expense accounts 
unless the operation of the facilities is conducted 
in connection with the transportation of livestock." 

THE CHAIRMAN: Q. That is, when you get another 

point to be determined? 

AN Yes; but the full essence is, is it conducted 
in connection with transportation services, or is it 
conducted in connection with slaughtering service or some 
other commercial service. 

Now I would like to go to page 59, Accounts for 
Operating Revenues: 
"The accounts provided for operating revenues 

are designed to show amounts of money which a 

carrier becomes entitled to receive from trans- 

portation and from operations incident thereto," 
That is, as I say, dining and buffet car operations, 
baggage and storage on freight, and so on. 
I would like to go now to page 61, Transportation- 
hate ines 
"The primary accounts included in this general 
account are designed to show amounts of money which 
the carrier becomes entitled to receive or which 
accrue to its benefit from service rendered in 
transporting property or persons by rail line." 
I would like now to turn to page 66. 
THE CHAIRMAN: Q. That last quotation was from 
page 61, was it? 

A. Yes, sin. 

Q. Where? 

A. Right at the top of the page, sir. 
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Now I would like to go to page 66. Now we 
come to Mr. Frawley's incidentals. 

MR. FRAWLEY: Q. Your incidentals. 

hee That is at the bottom of page 66, reading: 
"The primary accounts included in: this 

general account are designed to show the amounts 
which the carrier becomes entitled to receive 
from services rendered incidentally with rail-line 
and water-line transportation, for the use of 
facilities of which the expenses for operation 
and maintenance are not separable from railway 
expenses, and from incidental sources not provided 
for elsewhere." 

Then it goes on to detail those incidental expenses, 

THE CHAIRMAN: Q. Pardon me a moment. Carrier 
is provided by law to provide certain services? 

MR. FRAWLEY: Yes, sir. 

THE CHAIRMAN: Now, anything he furnishes in 
addition to that may or may not be properly attributable 
to his service as a carrier? 

Mahe LEY: {hat is. right, sir, But the 
Privy Council -- 

THE. CHATRMAN: You might call it a minimum of 
what he must do. Because he is*a carricr he must do 
certain things, but if he chooses to do more than that 
then in each case the question must be determined as to 
whether or not that was attributable to his capacity as 
Be. CETL ET 2O PUNO G. 

MR. FRAWLEY: Yes. That is the problem I sub- 
mitted earlier should be left to be determined by the 
Board. 

THE CHAIRMAN: But it would have to be determined 
in every case. You could not have any blanket rule on 


that. 
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MR. FRAWLEY: Yes, It is not nearly as easy 
aS the witness Mr. Liddy is making out. The Canadian 
Pacific Railway went through to the Privy Council last 
year on the question of whether or not their hotel in 
Victoria, British Columbia, was part of the rail enterprise. 

THE CHAIRMAN: What did the Privy? Council ‘hold? 

MR. FRAWLEY: The Privy Council held that it was 
not, part of the rail enterprise, and that it was subject to 
the jurisdiction of British Columbia laws with respect to 
employment and wages and so on. I am putting it broadly. 
Mr. Evans will correct me -- 

MR. EVANS: If I may respectfully suggest, you 
are putting it very wrongly. The question there was 
whether for the purpose of provincial labour legislation 
the hotel was to be treated as part of the railway 
enterprise. It is quite a different question involving 
thesarate: 

THE CHAIRMAN: I remember that. I think the 
question was as to whether the provincial labour legislation 
applied to hotels operated by dominion railways. That 
Was the question? 

MRejEVANS? iThet'ts right. 

THE CHAIRMAN: It was held that it was; but that 
did not answer the question. 

MR. FRAWLEY: My friend said I brought in the 
railway freight rates. 

MR. EVANS: I didnot. I said it had nothing to 
do with the railway freight rates; it was quite a different 
question. 

MR. FRAWLEY: 2 Are you finished? 

A. I was dealing with incidental revenues concerning 
dining and buffet cars, hotels and restaurants. May I 


read the note after hotels and restaurants? 
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THE CHAIRMAN: Where is that? 

MR. FRAWLEY: Q. Page 67? 
A The bottom of page 67; 

'"Note.-This account shall not include the 
revenues from hotels and restaurants which are 
entirely distinct from. the carrier's transportation 
plant --" 

THE CHAIRMAN: Q. Of course that is quite Tisnes 
but in each case, Mr. Liddy, the court would have to 
determine on the evidence whether a particular hotel 
or restaurant is entitled to be distinguished from the 
carrier's transportation plant, and so on? 

A Yes, and whether it was included in balance 
sheet account No. 705. That is the non-railway plan. 

I think that is all I have to say, except that 
this bible, used by accountants in the United States has 
been followed for many years; they have had no difficulty. 
Why there should be any difficulty in Canada is beyond 
my comprehension. 

MR. FRAWLEY: Q. Taking up what you said about 
the note, would you say the Palliser hotel in Calgary 
is entirely distinct from the carrier's transportation 
plant in Calgary? 

A. Itwis conducted, entirely distinct. 

THE CHAIRMAN: Mr. Frawley, you are not asking 
to have the hotels. -- ? 

MR. oFRAWLEY:) Icknow:,that-is why I shouldnAt 
have bothered with it; it was just Mr. Liddy's answer as 
to what these rules mean. . 

THE CHAIRMAN: It just shows us what a good 
case you would have if you wanted one. 


MR. FRAWLEY: Yes, I would take him along with 
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Q. Mr. Liddy, I have a couple of things to talk 
to you about in peer ot ion with depreciation. First I 
would like to put on record the numbers of accounts under 
this I.C.C. classification, Exhibit 182. The first one 
is on page 179, Special Instructions No. 8, depreciation 
accounting for road property. Without reading it all 
or any of it, you will agree with me -- 

MR. EVANS: Page? 
MR. FRAWLEY: Page 79. 

Q. You will agree with me that under the rule of 
the Interstate Commerce Commission, road property is on 

straight line depreciation accounting? 

A. In the United States? 

Q. Yes. 

A. Yes. 

Q. Going to equipment. I don't want to spend any 
time on it, except to put it on the record, Please 6 
to page 89, Special Instruction No. 24, You will see 
there that equipment is on straight line depreciation 
accounting? 

ce In the United States, yes, sir. 

Q. As far as this book goes it does not run into 
the Dominion of Canada, does it? 

A. I was just making clear that the Canadian Pacific 
does not do that, Mr. Frawley. 

Q. That-1s8 -pight. Just let .usebe clear -abour 
this: in the case of the Canadian Pacific you used the 
user method of depreciation for all depreciable assets, 
except inland steamships and work equipment, which latter 
instances are on cag straight line. Is that correct? 

A. Thet vis. correct, 
MR. EVANS: . There is one. correction, there, I 


put on the record the other day something which I think 
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you told me afterwards I should have corrected. Work 
equipment is now on the user basis? 
THE WITNESS: From the year 199, 
MR. FRAWLEY: 2. That just leaves the inland 
steamships on a straight line? 
BY Yes, still on the straight line. 
Q. That is straight line? 
A. Yes. 
A) Will you bring it into the fold later? 
fos Well, we certainly feel that the user basis is 
doing a good job, Mr. Frawley. 
Q. I don't know why you should leave the inland 
steamships out there? 
A. We Wilt naverto tet 1¢ crow a little pit. 


Q. Let the inland steamships grow? 


A. No, just the idea of the depreciation on user 
basis. 
Q. Now in the case of depreciable road assets you 


are on renewal accounting? 
oe Non-depreciable. 
Q Non-renewal depreciable assets? 
A That is ties and rails. 
Q. I am summarizing the distinction. 
A That is correct. 
Q. In we case of the Canadian National Railways, 
they are on straight line for equipment? 
A. That is irigne. 
THE CHAIRMAN: Such things as rails and ties and 
so on, with the Canadian National are on straight line. 
MR. FRAWLEY: No. I was only on equipment for 
the moment, and the witness agreed with me that the 
Canadian National was on straight line for equipment. 


THE CHAIRMAN: You are talking about renewals too. 
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MR. FRAWLEY: I will come to that in a moment, 
Sag, 

Q. In the case of roadway, I mean everychineput 
equipment in the Canadian Nationl, is on retirement account- 
ing? 

A. Thateis right. That is the way I understand it. 

Q. That is the way I understand it too. 

THE CHAIRMAN: Then we will adjourn. 


---The Commission adjourned at 1.00 p.m. to meet 


at 2.45 p.m. 


(Page 17056 follows) 
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Feiday, March 3, 12950. 
Rowe rN ON, rer Deo LY Orn 


THE CHAIRMAN: Before you begin, Mr. Frawley, 
I wish to tell everybody interested, that we intend to 


adjourn at ten minutes after four. 


S. J. W. LIDDY - Recalled 


CROSS-EXAMINATION BY MR. FRAWLEY - Resumed:- 


2. Now, Mr. Liddy, just before we adjourned, I had got 
you to agree with me on a very rough summation of the 
difference between the Canadian National and the Canadian 
Pacific in the matter of the depreciation methods which they 
follow? 

Ae, Yes, Mr. Frawley. 

Q. Now, Mr. Liddy, I did not make 2 note of what 
Mr. Evans said the other day, but I compressed it into 
something like this. He addressed the Commission and said; 
"If you are going to prescribe the method of depreciation, 
our submission is, that you should prescribe the user 
method". 

MR. SINCLAIR: I think that the full statement 
that he made, was that the position of the Company was 
that the Canadian Pacific should be left free to adopt 
that method of depreciation that best suited its business, 
but that if the Commission did not feel that it was going 
to leave the matter free, and there was going to be a 
recommendation that a method of depreciation should be 
prescribed by statute, then the position of the company 
was, that the method that should be prescribed was the 
user method of depreciation. 


THE CHAIRMAN: And you, Mr. Frawley, in that case 
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say, that the method which should be prescribed by statute 
Should be the other method, the straight line? 

MR. FRAWLEY: Yes. 

THE CHAIRMAN; Is that what you say? 

MR. FRAWLEY: Oh, it is certainly what we say, and 
of course, I do not think it should be prescribed by statute 
at all, and perhaps my friend is not asking that either. No, 
he tenor “asking that. 

MR. SINCLAIR: Definitely not. 

MR. FRAWLEY: Now, Mr. Liddy, let us just discuss 
it informally and frankly. That does not mean what my 
friend has stated to be the official position of the Company-- 
does not mean, that you are not willing to have this round 
table discussion about the rdative merits of the two methods 
of depreciation? 

A. No, I think we would welcome discussions, Mr. 
Frawley. 

Q. But these would be only discussions leading to the 
promulgation of a uniform system? 

A. Yes, you see in the UnitedStates, the Interstate 
Commerce Commission has leaned on the railways for advice. 
hi would think that the Interstate Commerce Commission 
classification could properly be described as the classi- 
fication of the United States Railways. 

Q. Well now, you think then that the Board should 
be free, after hearing everything you have to say, and 
everything the Canadian National has to say and everything 
that anybody else interested has to say, that the 
regulatory body should be free then to arrive at a con- 
clusion as to which method of deprewiation should be adopted 


by all Canadian Railways? 
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A. I would think that would be a sensible thing to dog 

THE CHAIRMAN: Well now, you are in agreement. 

MR. FRAWLEY: Yes, there is a real measure ope 
agreement there. 

THE CHAIRMAN: The real difference is that the 
Canadian Pacific goes a step puriher, agi take. ater 
says, that the Board should leave the railways free. You 
do not agree? 

MR. FRAWLEY: No, I want to be quite clear about 
that. The witness is telling me that the Board should have 
the final determination after hearing what everybody has 
to say and should have the final right to say in the form 
of promulgating a set of rules, as to which method of 
depreciation should be followed. 

THE CHAIRMAN: But we are told by counsel that 
what the railway would prefer would be to have the Board 
leave the railways free. Isn't that right? 

MR. SINCLAIR: That is right. 

MR. FRAWLEY: Then that would be tantamount to 
arguing with the Board that they should not make uniform 
depreciation accounting, that matters of accounting should 
not be made uniform. Is that what I understand? 

THE CHAIRMAN: I suppose the railways, following 
| the point Mr. Sinclair made a moment ago, would say this, 
that if the ralways are to prescribe one or the other, they 
would ask the Board to prescribe the user method. Is that 
right? 

MR. SINCLATRe 1. think I, can. ut.it this way to 
your lordship, that the Canadian Pacific would expect thac 
the Board might say what assets were to be subject to 


depreciation accounting. Now, the Company feels that that is 
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more important from the standpoint of uniformity and com- 
perabei ty ithaniuis (the method, because whatever method is 
used, it is not a difficult task to express the user method 
ints traiehulinesor te take Straight line and compare it 
with the restated user basis, and I think that the Canadian 
Pacific's position was definitely that we never expected 
them to accept our rates of depreciation. We expected to 
have at any time to come forward and prove those matters 
before the Board, but as to the method, we feel that the 
Board should allow us freedom to adopt that method that we 
feel,and we think we can show them that from our standpoint 
and from the standpoint of the users of the rail Service -- 
ismbe st. 

THE CHAIRMAN; That is what you would argue before 
the Board? 

MR SiNCLAIR:* Oh,» yes’. 

MR. FRAWLEY: Well, let me understand, Mr. Liddy. 
You are still of the opinion you have expressed to me at 
the beginning of my cross-examination? You feel that there 
Should be a uniform system of accounts prescribed ror 
Canadian Railways by the Board of Transport Commissioners .? 

A. To. the exvenurchat. that 16 possible to. attain. 

Q. To the extent that that is possible to attain. Now, 
that is your general feeling? 

AS. “Yes. 

Q. Now, when we come to the matter of depreciation 
accounting, we find two pretty different sorts of methods 
being followed, one by the Canadian National and the other 
by the Canadian Pacific. That is also true? 

A. For equipment. 


Q. To the extent that one is using user and the other 
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straivgenc, Mine, here tis) aureal conflict there: isnt there? 
iy MnaeMnecnod: 

Q. And you know it must have been a serious conflict 
because many long hours before the Board were spent in 
arguing out the relative merits of those two methods of 
depreciacvion . 

A. I think most of the argument was spent in trying 
to get. them to understand what it was’ all about. 

Q. i-did not think I would get a flat answer to that. 
That admits’ of so many qualifications, doesn't it? Now, 

Mee Liddy, “nae Deities sow put. it torsvou,. andei' wil lps 

it to you again, you are willing that there should be 
committed to the Board, or rather you are willing that there 
Should be committed to the Board by express statute, the 
right to formulate a uniform system of depreciation accoun- 
emi aloes 

We DeOGI Gia thar Te necessary at all. 

Q. All right, you don't go that far then. 

A. That is just @ part and parcel of the uniform 
System of accounts. 

Q. It is an important part and parcel, isn't it? 

Ais Nes i\e li tbems are dmportant:. 

THE CHAIRMAN: It is important enough. to 
consume many hours before us. 
MR. FRAWLEY: Yes, and important enough to warrant 
these rather apt remarks from an Assistant Chief COnnts BC aaa 
""From a rate making point of view, 
however, in Canada, to have one of ites major 
railways on one method of depreciation and 
the other major railway on another, leads to 
some confusion. It is more than difficult 


to make effective comparisons". 
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Now, with that in your mind, would you not agree with 
me, that whatever method should be adopted, and if victory 
rides With the Canadian Pacific it will be the user 
method and vice versa, but whatever method is chosen, do 
you not think that it is highly desirable that there should 
be a uniform system of depreciation accounting adopted in 
Canada? 

A. Now, Mr. Frawley, the Interstate Commerce Commission 
have had these - - 

Q. You can't answer my question? 

A. I am going to answer it. I can't answer it as 
quickly as you ask it. 

THE CHAIRMAN: Tell us your conclusions first. 
Would you answer Mr. Frawley yes, or no? 

A. What was your specific question again? 

MR. FRAWLEY: Mr. Reporter would you read back 
the previous question? 
THE REPORTER: "Now, with that in your mind, 

media eee with me, that whatever method 

Should be adopted, and if victory rides with 

the Canadian vPaciric, it will be the user 

method and vice versa, but whatever method is 

cnosen, do yousnoe think that it is highly 

desirable that there should be a uniform system 

of depreciation accounting adopted in Canada?" 

A. Well, that may be simple to some people but it is 
awfully difficult to me. 

THE CHAIRMAN: Will you tell us what you think 
yes, or noe? 

A. I think you can have uniform a.ccounting - - 


Q. But it is the uniform system o:f depreciation we are 


after. 
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A. I think it would be desirable, but I do not think 
it is essential, sir, and my reasons for Lhe cov ite you 
are interested - - 

Q. You see, the point is, as Mr. Frawley told you in 
the? first? place andl as I pointed outy: a great many hours 
were Spent here listening to this question. It must be 
of some importance. The second point is, the Board itself 
in its recent Judgment said it was of great importance. 
Bearing in mind all that, then you say it is desirable? 

A. Yes, that is my position, and I might point out 
that the Interstate Commerce Commission had optional 
accounting for depreciation for road property from 1914 to 
1943, and yet they had uniform accounting. 

Q. You say they had optional accounting? 

A. Optional depreciation accounting for road property. 
They had a uniform Bifsitcr of accounts in which a railroad 
could follow the retirement method or depreciation method, 
and I say if you have both railways depreciating the same 
assets, though one may be on one method and the other on 
another, you have got greater uniformity than what the 
Interstate Commerce Commission had for some thirty years. 

MR. FRAWLEY: Now, Mr. Liddy, the Canadian National 
is on straight line for equipment and on retirement 
accounting for everything else but equipment for roadways? 

A. Except renewal accounting for ties and so on. 

Q. That is just write-in and write-out. You charge 
it to expenses. 

A. That is right, write-in and -write-out. The 
retirement is the write-in and write-out method. 

Gs But what you call renewal is, you charge it all 


to expenses when you take out a tie and put in a new one? 
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A The new tie is charged to expenses. 

Q. That is not depreciation accounting at all? 

A Not at all. 

Q. So that in the Canadian National we have straight 
line depreciation for all equipment, retirement accounting 
for roadway excepting ties and rails and that sort of thing 
and for that we have no depreciation accounting at all? 

A. Correct. 

Q. That is the situation in the Canadian National, 
and in the Canadian Pacific we have the user method tor 
all depreciable assets except inland Steamships and we have 
renewal accounting, that is, in other words, not deprecia- 
tion accounting, but renewal accounting for non-depreciable 
road assets. That is the position? 

AL Yes, stirs 


THE CHAIRMAN: What abaut the inland steamships? 


(Page 17065 follows) 
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MR FRAWLEY: The Inland Steamships is on straight 
line, in the case of the Canadian Pacific, 

THE WITNESS; M-y I explain that, sir? 

THE CHAIRMAN: Q. Is it on straight line? 

AS MLVeL eyelet. cand Mayrk explain, Vaipeithacci 2 
Inland Steamships were on a user besis, such as go many 
trips, so much depreciation per trip -- because these 
steamships are Scheduled, their services are Scheduled -- 
it would amount to the same thing as user, 

MR FRAWLEY: Q. Now, Mr. Liddy, I put 16 to you 
that with that situation as I have just outlined it to 
you, three methods of eccounting in the Canadian National 
and three methods also in the Canadian Pacific, some 
depreciation accounting and some not depreciation account- 
LNs, Ae pubedt t6 you that thet is not 9 ' Satisfactory 
State of affairs from the Standpoint of making effective 
comparisons of the operating results of these two railweys 
when we get into = revenue case? I put it to you; what 
have you got to Say about that? 

A, There ere only two differences that you speak ore: 
there are not three, 

Q@- I esked you, Mr. Liddy, my question was, wes that 
not an unsatisfactory situation? That is the question I 
put to you; what is your view about that? 

MR SINCLAIR: Apparently you missteted the fact. 

THE CHAIRMAN: Your question is based on there 
being three methods. 

MR FRAWLEY: Q. In the cese of the Canadian 
Pacific, you mean? 

A. Both rosds, you said. 

Q. In the case of the Canadian Pocific? 


A. Renewal accounting for ties and reils is not an 
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Qs yin, Liddy, please! In the case of the Conadian 
National -- we will take them Separately -- you have 
Straight line depreciation for equipment, you have retire- 
ment accounting for roadway, and you have renewal account- 
ing for ties and rails ana thet sort of thing? 

A. You said for the Conadian Pscific? 

Q. No; this is the cage of the Canadian National, 
Straight line depreciation for equipment? 

Aw. Yes. 

Q. Right? 

Dies GUS ey tS right; you don't need to repeat it. 

Q. Well, that is right, then. So there are three 
kinds of eccounting at least for the depreciation of the 
Canadian Nationol road and equipment essets? 

A. YES, and no depreciation on some other assets. 

Q. All right. Now, that is the Canadien National? 

Doe) LOS 

Q@. In the case of the Canadian Pacific I say you have 
user for your depreciable assets? 

A. Yes, 

Q. You have straight line for Inland Steamships, and 
you have renewal accounting for non-depreciable road assets; 
that is correct? 

A. Yes, sir. 

Q. Now, Mr. Liddy, call them one, two, three or four, 
t put it to you that that is not a satisfactory situation 
in ion to leave the accounting, the depreciation sccount- 
ing methods, of these railweys when you want to make 
effective comperison for revenue case purposes? 

#&. You meon the Cenedian Pacific comparing with itself 
Or Samething? 

Q. Comparing the Cenadian Pacific with the Canadian 
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A, Well, Mr, Frawley, both the dated’ oH National and 
the Canadian Pacific agree that we should get together. 
We are in perfect agreement. There is no resistance on 
the part, I am Sure, of either the Canadian National or 
the Canadian Pacific. We want to get together, 

Q. Well, how do you mean? I don't follow this get- 
together business. Who ape you going to get together with? 

MR SINCLAIR: On the same basis, he means. It 
Should be obvious to you, Mr. Frawley. 

MR FRAWLEY: Q. With whom are you going to get 
together to discuss this matter? 

A. We want to get together with the Board. I made 
that quite clear, 

Q@. Perhaps we are not very far apart? 

ae 2 Gid. not GHink so. 

Q. Get together with the Board and the Canadian 
National, discuss the whole matter with the Board, and 
éllow the Board then to prescribe one uniform method? 

A. I say I do not think that is absolutely necessary, 
for this reason, that I think first of 911 that e clear-cut 
distinction should be made as to what assets are going to 
be depreciated, because there can be no comparison between 
retirement accounting end depreciation accounting -- no 
comparison, Now, I would like to see similar assets pre- 
Scribed for all railweys that shall be depreciated. The 
Conadion National may not agree with me, and they may have 
very good reasons, 

@. But in the end one view or other will prevail, I 
take it? 

A. I do not know what the: Board are going to do. 

Q. But following up just ‘thet point, after there has 
been the discussion end the difference of opinion, one view 


Will ultimately prevail,, I take it? 
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fe Well, I hope so. 
Q. Then thot could be PUGSIiNGG Ss “rite? 
new L ONeniie ao 
Q. As simple as that? 
fh Leos 

Q. Then sll right, now €O on with something else. 
A. AS to the kind of asset, 


BD) 
. 


That is one thing, yes. 


Ho 


That would be quite a step. 
Oe Welly ali right, 
THE CHAIRMAN: Q. As to the kind of asset? 
As That is right. 

THE CHAIRMAN: Well, it still has reservations. 

MR FRAWLEY: Oh, yes. 

THE CHAIRMAN: What essets come under this 
classification of retirement? Give me an idee of what is 
mesnt, by thats 

MR O"DONNELL: I think, my lord, if you would 
look at page 31 of the 21% judgment it would give you a 
very accurate picture of the different types of accounting 
referred to. It is set out there very conveniently, 
Stating what the C.P.R. practice is end whet the Canadian 
Netional practice is, 

THE CHAIRMAN: Is the word "retirement" there? 

MR O'DONNELL: Yes; the whole thing is quite clear, 

THE CHAIRMAN: What does it say, Mr. Frawley? 

MR FRAWLEY: This is a sort of table between the 
Canadian Pacific Railway end the Canadian National Roilweys, 
end under "Canadian National Railways Rolling Stock", 

"Prior to Jen. 1/40....... 'Retirement' accounting. 
Jan. 1/40 to date........ 'Depreciation accounting." 
THE CHAIRMAN: What is retirement accounting? 


How does that operate on the rolling stock? Whet is the 
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eriect Of 1¢? 

MR FRAWLEY: Well, retirement accounting is what 
Mr. Liddy tells us is "write-in - write out’. Perhaps Mr. 

| Liddy could elaborate on what retirement eccounting is on 
rolling stock. That hag passed now; it is not of eny 
current importance, because now the Canadian National 
rolling stock is on Straight line depreciation accounting, 

THE CHAIRMAN: Yes, but you did use the word 
"retirement" 9 while ago as being one of the things that 
the Cansdian--- 

MR FRAWLEY: Theat is further in the table, sir. 
Next in the table is: 

"ROAD PROPERTY (DEPRECIABLE ) 
"Retirement! accounting has prevailed throughout , 
except for 'rails', ‘ties' snd 'other track materiel! 
for which 'Renewal' accounting is followed." 
Now, one final clause: 
"ROAD PROPERTY (NON-DEPRECIABLE )"--- 

THE CHAIRMAN: Pardon me. In the amount of 

depreciable  assets--- 
| MR FRAWLEY: Road property. 

THE CHAIRMAN: Retirement has been followed, it 
says. 

MR FRAWLEY: And is still followed in the case of 
the Canadian Nationsl. 

THE CHAIRMAN: Then does that just mean time 
accounting or user accounting back again under the general 
term of retirement? 

MR FRAWLEY: Q. Mr. Liddy, would you just briefly--- 

THE CHAIRMAN: What does retirement meen? 

MR FRAWLEY: Q. ---state to the Board what retire- 
ment accoun.ting in thet connection megns? 


A. Take the item of grading, sir, which is e non- 
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depreciable item according to I.C.C. classification. The 
time comes when you want to retire say a branch line. 
THE CHATRMAN: Q. Retire a branch line? 

A. Retire s brench line. 

Q. Do you mean give it up? 

A. Yes, sir, 

Q. Abandon it? 

A Abandon it. You are going to retire then the 
grading, and you look at your account, your investment 
account, and you find the cost, $20,000, the greding on 
that line. You write that out of your investment. 

Q. Oh, it is gone entirely, yes, of course; you 
cannot use that grading anywhere else, 

As 2G LS Just ears, 

Q. You might use the rails somewhere else, I suppose, 
but you cannot use the greding, thet is sure? 

Aye. Tia Oe: Pasig y 

THE CHAIRMAN: If that is whet retirement meens, 
I understand 4t. bat 7 thought perhaps it was meant to 
cover other things there, 

MR FRAWLEY: Q. Your illustration of greding, is 
that sufficiently illustrative of the retirement accounting 
on road property? 

A. I think--- 

Qe EP at ae ea. pass on. 

A. ---that is informative, 

THE CHAIRMAN: It means altogether out. 

THE WITNESS: That is what retirement means; it 
means writing it out, at the perticuler year that you do 
abandon it or retire it. 

MR FRAWLEY: Q. In other words, in the railway 
assets there are a large group that are not subject to 


depreciation accounting of any kind? 
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MR SINCLAIR: What compeny ere you referring to? 

MR FRAWLEY: Both companies, 

MR SINCLAIR: Well, let us get 1t straight, be- 
cause apparently Mr. Liddy is having -s° 11561 difficulty 
following whether Mr, Frawley is Speaking of the Canadian 
Netional or the Canadian Pacific, I think it would be 
helpful. 

MR FRAWLEY: We must make that elear., 

MR SINCLAIR: And I know my friend wants to be 
helpful. 

MR FRAWLEY: Oh, sure, 

Q. Now, in the case of the Canadian National there 
ere a large body of assets which cre not subject to 
depreciation accounting of eny kind, user or straight line? 


A. They have not applied depreciation accounting 


Q. At ell, to their road property? 
A,  “TRae as pient . 
Q. Depreciable and non-depreciable? 
A. Yes, including shop end power pisnt machinery. 
Q. Excepting rails, ties and other track material for 
which renewal accounting is followed; that is the situation 
in the Canadian National? 
A. Very clear, 
Q. And with respect to their rolling stock--- 
THE CHAIRMAN: I am very sorry, but you said 
non-depreciable there, 
MR FRAWLEY: Both depreciable and non-depreciable. 
T’'HE CHAIRMAN: Would you rank rails and ties 
under the meading of non-depreciable? 
Im FRAWLEY: No; under the heeding of depreciable, 
Sir; 


MR SINCLAIR: Oh, no. 
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THE CHAIRMAN: How do you divide your subject? 

MR FRAWLEY: It is* on exception, sir, 

THE CHAIRMAN: How do you divide your subject? 

MR FRAWLEY: As the Bosrd has done, Cie. 
the table on page 31 this is whot appears for the Canadian 
Nationel: "Road Property (Depreciable)" is the subject 
heading. "'Retirement! eccounting has prevailed through- 
out except"--- 

THE CHAIRMAN: According to Mr. Liddys thas 
could mean things you throw awey. 

MR FRAWLEY: Yes, but immedistely follows the 
exception -- "except for 'rails', 'ties' and ‘other track 
meterial' for which 'Renewel! accounting is followed," 

That is the full statement. 

THE CHAIRMAN: Well, renewal accounting isenor 
depreciatory accounting at sll. 

MRAVRAMEG Yt, That is right, sir. Lt is .juste 
case of writing in the new asset and charging it to expense, 

THE CHAIRMAN: According to this. But you see 
the curious wey they blend the two things together. Read 
it again. 

MR FRAWLEY: "'Retirement! accounting has pre- 
vailed throughout" -- discussing road property -- 
"except for 'rails', 'ties! emd ‘other track material! 
for which 'Renewal' accounting is followed." 

THE CHAIRMAN: Them the word "retirement" there 
cannot have the same meaning as Mr. Liddy uses it in, 
because ties and rails are not’ en exception to a retire- 
ment method. A retirement metimod throws it away; you can- 
not use it any more, 

MR FRAWLEY: Well., for instance, if you were 
retiring a grade, to use yocur illustration, on which there 


were rails and ties, and thnen the right of way, the 
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graded right of way, you are abandoning your line, and 
you heave some grade snd some ties and rails, 

Q. How would it be done under the quotation I have 
read: 

"Retirement! accounting hes prevailed through- 
out, except for 'rails', 'ties',and ‘other track 
meterial' for which 'Renewal!' sccounting is followed." 

THE CHAIRMAN: I do not think your question is 

apt there, because it seems to me those ties and rails, if 
they were usable, could be used in some other part of the 
line, could they not? 

A. Yes, sir. You see, you cannot quite make 3 com- 
parison there, because one is a situation where you are 
abandoning property. Now, thet does not exist when you 
ere continuing to operate it. 

Q. No, but you ere abandoning in the case you gave 
me a while ago, you ere abandoning grading; it is being 
abandoned, of course? 

fy Yes, sir. 

Q. Because you are leaving that locality? 

Avy That is, Pight. 

Q. But is there anything to prevent you from taking 
the rails with you and using them in another locality? 

fe ~ Noy we would do that, but we would stili--- 

Q. Exactly. Then those rails would be like any other 
rails, subject to renewal, that is 911? 

A. That is right. We would write those out of our 
eccount, and then you assess a second-hand value to them, 
and we woruld use them somewhere else on 3 branch line. 

Q. And subject to being renewed when necessary? 

A.. Correct, sir. 

MR FRAWLEY: Q. But you would, you say, retire 


them itn the first instance? 
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THE CHAIRMAN: You See, Mr, Frawley, there is 
no depreciation used there, 

MR FRAWLEY: That is right, there is no depre- 
clation with respect to rails and ties and other track 
material, no depreciation accounting involved, 

Q. Now, Mr, Liddy, getting back to the question of 
the satisfactory or unsatisfactory state of affairs which 
follows upon the fect thet for 2 large portion at least of 
railway assets in this country two distinct methods are 
followed today, you people following the user and the 
Canadian National following the straight line -- in other 
words, I am talking about equipment, em I not? 

my dL hope’ 'so. 

Q. Well, that is it; that is equipment, when I say 
you follow one method, the Consdien National follow another? 

ae Xess sir. 

Q. That is limited to equipment ? 

Yes, sir. 

Q. All right. And the discussion of equipment bulks 
large in the revenue cases as they come before the Board 
from time to time? 

Ae It is a substantial item, yes.. 

Q. Now, you are not saying to me that you want to 
continue -- I should put it in the form of 2 question: Are 
you saying, Mr. Liddy, that you sre quite satisfied to con- 
tinue the same situation that we have had up to now in 
connection with the depreciation of equipment, of rolling 


Stock and so on? 
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A. If that is the best way we can do it, I would 
accept that; I would prefer that rather than take a 
backward step to straight line. 

Q. Now, Mr. Liddy, wouldn't it be far better that 
the user method should be prescribed for both, or that 
the straight line method should be prescribed for both? 
I put it to you, isn't that much better than to go on 
as we have been, with one company operating under straight 
line and the other operating under user? 

A. No, I don't think I agree with you. Let me put 
it this way: if we can at all get together on user, let 
us get together; and if we can't, all right, one company 
may have to go on straight line and the other on user} 
but I draw a distinction -- let us at least have 
depreciation. 

Q. That is fine. We will go this far: you think 
there should at least be depreciation accounting of one 
kind or another? 

A. Yes, sir. 

THE CHAIRMAN: Not necessarily uniform. 
MR. FRAWLEY: Yes. 

Q. That is one of the steps; you do think we should 
have depreciation accounting? 

A. I agree we should, sir. 

Q. The big question is should both companies be 
on straight line or both companies on user, or as we 
have it today? Those are the three alternatives. 

A. In other words, should it be rigid or flexible? 

Q. I am putting it to you, should they both be on 
straight line, both on user, or one on each as we have 
them today? Those, it seems to me, are the three 
alternatives facing the Commission. 

THE CHAIRMAN: Facing the Commission? I thought 


you said you didn't want us to prescribe any. 
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MR. FRAWLEY: I do want you to prescribe uniform 
accounting. ' 


THE CHAIRMAN: We all know that, but as between 


these methods of depreciation -- in a way you are rehearsing 
before us an argument which you will make later on before 
the Board. 

MR. FRAWLEY: Not really. I want to convince 
this Commission that there should be a recommendation for 
uniform depreciation accounting, because I haven't got 
the witness to that point yet, Sir; that is my point. 

THE CHAIRMAN: You want us to recommend that 
there be just one system? You say uniform? 

MR. FRAWLEY: Yes, one System; and the Board 
Should decide which it is. 

THE CHAIRMAN: But you don't want us to make 
that part of the law? 

MR. FRAWLEY: That is quite right. 

THE CHAIRMAN: You want us to Say to the Board 


MR. FRAWLEY: To say to the Board, using informal 
language, you must prescribe one method. 

THE CHAIRMAN: Just to say that? 

MR. FRAWLEY: Yes. 

THE CHAIRMAN: How can we tell the Board they 
must do something? 

MR. FRAWLEY: Perhaps I am not giving it clearly, 
I say you should say to the Board,"You must establish 
uniform accounting." That is what I am asking the Board 
to do. 

THE CHAIRMAN: That would have to be statutory. 

MR. FRAWLEY: It might be statutory. I said 
informally, skipping the the mechanics of it, but ultimately 


Someone would say to the Board, or Parliament on the 
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recommendation of this Commission would Say to the Board -- 

THE CHAIRMAN: Parliament should go no further 
than that, than to prescribe a uniform acoounting? 

MR. FRAWLEY: That is right, 

THE CHAIRMAN: Leaving the rest to the Board, 
Then it is before the Board that you would make the argument 
you are bringing out now in examining Mr. Liddy? 

MR. FRAWLEY: That is right. Perhaps I haven't -- 

THE CHAIRMAN: Haven't you been over that ground 
sufficiently? 

MR, FRAWLEY; Perhaps, my lord. 

THE CHAIRMAN: Having regard to your purpose? 

MR. FRAWLEY: We seem to be near, but I think we 
are far apart. The Canadian Pacific says they would -- 
and I think Mr. Liddy just said they would -- prefer to 
keep the present system, rather than take, what Mr. Liddy 
called, a backward step to straight line depreciation. 

MR. SINCLAIR: He didn't say that. 

MR. FRAWLEY: He said backward step, and I 
assumed he meant back to -- 

MR. SINCLAIR: He said all the assets, that is 
the same assets, on depreciation accounting. He agreed 
with the submission of Alberta in that regard. | 

MR. FRAWLEY: All right. 

MR. SINCLAIR: What he said was as to the method, 
that he thought there should be flexibility; and that if 
they were unable to agree on the method to be used, that 
they would allow the Canadian Pacific to use that method 
that best suited them. 

THE CHAIRMAN: Perhaps Mr. Liddy would desire it. 
Here is a point: a statute prescribing uniform accounting 
would still leave open, would it not, the question of the 
method of depreciation to be followed? 
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MR. FRAWLEY: Yes it would. 

THE CHAIRMAN: Exactly. 

MR. FRAWLEY: But it would not leave open the 
question my friend just raised, namely, if the user is not 
prescribed as the one method, leave us with the user ~- 
method. 

THE CHAIRMAN: Yes, but you have anticipated 
what I am going to say. The statutory provision calling 
for uniformity would leave it to the Board to hear the 
arguments that you and Mr. Sinclair are now making to us. 

MR. FRAWLEY: Yes. 

THE CHAIRMAN: So far as you gentlemen are 
concerned, the arguments are lost on us. You say you 
want us simply to recommend Statutory provisions 
prescribing accounting? 

MR. FRAWLEY: Yes. 

THE CHAIRMAN: And go no further? 

MR. FRAWLEY: That is right. 

THE CHAIRMAN: We have power to go as far as 
we will. You understand that? 

MR. FRAWLEY: Yes. 

THE CHAIRMAN: This information may be useful 
to us in that very question, but in so far as you are 
concerned you do not want us to go any further than that? 

MR. FRAWLEY: No. 

THE CHAIRMAN: That is, to prescribe by law 
that the system of accounting must be uniform? 

MR. FRAWLEY: Must be uniform. 

THE CHAIRMAN: And no further? 

MR. FRAWLEY: That is right, sir; and -- 

THE CHAIRMAN: And it would then be in the 
jurisdiction of the Board to determine? 

MR. FRAWLEY: Yes, my lord. But I am meeting 
the suggestion of the Canadian Pacific which virtually 
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amounts to a departure from uniformity, because they say 
they want the user to be prescribed as uniform; in other 
words, if not, we want to be left with the user. 

THE CHAIRMAN: We are not talking of uniformity 
of depreciation methods; we are discussing first of all 
uniformity of accounting. Now you say that uniformity 
of depreciation is an essential part of uniform accounting? 

MR eoPRAWLEY?, Yes; 1, do. 

THE CHAIRMAN: Then you do want us to prescribe -- 

MR. FRAWLEY: Not prescribe, but to say the 
Board must prescribe a uniform system of accounting. 

THE CHAIRMAN: One or the other? 

MR. FRAWLEY: Yes, but it must be uniform. My 
position is that it must be uniform. I am saying here and 
now that I will go just as readily with the Canadian Pacific 
as with the Canadian National. My witness, Mr. Morrison, 
made that clear. 

THE CHAIRMAN: You would have us, in whatever 
amendment we might be inclined to suggest, go so far as 


to state that within uniform accounting there must be 


uniform depreciation methods. 

MA RRAWLEY: Yes, that is right, sir, They 
cannot continue -- 

THE CHAIRMAN: And that would be statutory? 

MR. FRAWLEY: If it must be statutory; whatever 
is necessary to bring it about, even if it must be 
statutory. I hadn't thought that the statute would have 
to write in that: kind of particular, but if it need be 
I must go that far, because I have taken the position 
that, be it straight line or be it user, there 
must be one. That is obvious. We will leave the general 


mechanics of that. 


THE CHAIRMAN: You want to leave the Board then 
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with the option of choosing. .. 

MR. FRAWLEY: One or the other. 

THE CHAIRMAN: But only one. 

MR. FRAWLEY: That is right, sir. Where I 
depart from my friend, Mr. Sinclair, is that it has to be 
prescribed by the Board; they must not prescribe for both; 
they must prescribe one or the other. The C.P.R. says 
they must leave us with our own. 

THE CHAIRMAN: You would have the Board powerless 
to do what Mr. Sinclair suggests? 

MR. FRAWLEY: Yes, they would be powerless. 

THE CHAIRMAN: You have to go a step further in 
your recommendation for legislation. 

MR. FRAWLEY: That is clearly what I have in mind. 

Q. Let me go on with something else. Mr. Liddy, I 


want to discuss with you your adherence to,the slavish .- 


adherence -- to borrow a word from your counsel Mr. Evans -- 
to the user method. 

THE CHAIRMAN: What word did you borrow? 

MR. FRAWLEY: Mr. Evans talked about the slavish 
desire. I say to Mr. Liddy he is rather a slavish adherent 
to the user method. 

THE WITNESS: Nothing obnoxious? 

MR. FRAWLEY: Q. No, nothing obnoxious. 
A. WH Woutdn'S think Bo. 
Q You. Love it. 
A. .Love. you? 
Q No, you love the user method of depreciation? 
A [Tithink 2 is excel bent, 

Q. We will use the soft and most pleasant word we 
can think of. The Board of Transport Commissioners has 
gone pretty far in declaring themselves in favour of 


straight line depreciation? 
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MR. EVANS: That is a matter of argument. 

MR. FRAWLEY: It is not a profound argument. 

MR. EVANS: Don't ask Mr. Liddy to interpret 
the Board's judgment. 

MR. FRAWLEY: If Mr. Liddy tends to think the 
Board has gone for straight line -- 

MR. EVANS: He does not say that. The Board's 
judgment speaks for itself. 

MR. FRAWLEY: Do you want me to give you the 
page references to what the Board said? 

MR. EVANS: No; I don't need the page references. 

MR. FRAWLEY: I don't know who is the witness, 


Mr, Liddy or Mr. Evans; I am between the two of them, 

MR. EVANS: The witness is not to interpret 
what the Board did. The Board has given judgment, and 
what the Board said will be on record. It is not for the 
witness to interpret it. 

THE CHAIRMAN: If Mr. Frawley can show me a2 mere 
statement of fact which by the recital of it we will see 
what is the question. .. what is it you want to cite? 

MR. FRAWLEY: I want to cite the fact that the 
Board of Transport Commissioners, first in the 21 per cent 
ease and then in the 20 per cent case, and no change in 
the judgment delivered two days ago, have rejected the user 
method and have adopted the straight line. It is as simple 
as that. 

THE CHAIRMAN: Suppose they have? 

MR. FRAWLEY: That is all. 

MR. EVANS: It is simply from the Board's -- 

THE CHAIRMAN: Mr. Evans does not agree with 
your interpretation of the Board's judgment. 

MR. EVANS: I say they did not go for the 
straight line in their first judgment; they did in the 
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second? 
THE CHAIRMAN: They did in the second? 
MR. EVANS: They did in the second. 
MR. FRAWLEY: All right, now. 

Q. The Board has, certainly at least starting 
with the 22nd of September, 1949, adopted and modified 
its judgment, and put into its judgment the straight line 
method of depreciation of equipment. That is PLEnt, 
Mr. Liddy, is it not? Mr. Evans admits it himself. 

A. I would certainly like to expedite this case, 
Mr. Frawley -- 

THE CHAIRMAN: Pardon me, I want to make sure 


OF “YOur positions . Mr. Evans, you think the result of 


that judgment is that hereafter both railways will be 
compelled to produce straight line depreciation figures? 

MR. FRAWLEY: That is just what I was going to 
discuss with the witness. I was going to put this 
question to him: 

THE CHAIRMAN: It is a queStion of law. How 
far do you say the second of the three judgments 
Mr. Frawley refers to does go? 

MR. EVANS: The second judgment unquestionably 
favours the straight line. 

THE CHAIRMAN: Does it favour it in such a way 
as to prescribe it for the future? 

MR. EVANS: I would say not. 

THE CHAIRMAN: You say not. What do you say, 
Mr. Frawley? Do you say it does? 

MR. FRAWLEY: I say it does. 

THE CHAIRMAN: How is Mr. Liddy going to 
Supplement that? 

MR. FRAWLEY: Probably not, sir; that may shorten 


up the cross-examination. 
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Q. Now, Mr. Liddy, you produce as an exhibit here 
Exhibit 187, and I am wondering a little bit about that 
exhibit. You say that the Interstate Commerce Commission 
is now considering an accounting order which would give 
the railways some leeway in the matter of the depreciation 
on ties, rails and other track material; that if the 
proposed order went into effect that there might be 
depreciation on ties, rails and other track material based 
on either the straight line method or on some other basis, 
made to correspond with the unit of use rather than time? 

A. I think you are reading almost -- 

Q. I am reading from the paragraph you called our 
attention to the other day. 

A. That is what that paragraph says. 

Q. Do you know what has transpired, Mr. Liddy, since 


the 27th of September, 1948, in connection with this 
proposed accounting order? 

A. Well, it was sent out and there will be replies 
sent in, and the matter will then be discussed; I don't 
know. 

Q. That is still in the future. Do you know what 
has transpired? Has anything transpired since the 27th of 
September that would advance any nearer toward a complete 
and effective order? 

A. I think that would take a matter of two or three 
years. 

Q@. That would take two or three years. You have 
had it out since October 7, 1948? 

A. . Practically that date, yes-. 

Q. This photostating was done in your own organization, 
£ take 20? 

A. That is yignt. 
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files of some office of the Canadian Pacific? 

A. That is right. 

Q. Because you people are members of the Association 
of American Railways? 

A. The same as the Canadian National. 

Q. That is right? 

A. ‘Yes. 

Q. Since the 7th of October, 1948, or a day or so 
after that when your company received it, what have you 
done about it? 

A. What have we done about it? 

Q7.. Yea. 

A. I don't know whether we have answered this or 
not. If you read the first letter there from Mr. Bunnell: 

"AS suggested in my letter transmitting copy 

of Subject No. 423, you will probably wish to 

discuss this subject with your executive, legal 


and engineering departments." 


(Page 17088 follows) 
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Q. Well, that is right. It takes quite a bit of time 
and you don't know what the progress has been in your own 
organization with regard to this letter? 

A. No, You see, this affects United States railways 
and as far as the Canadian Pacific is directly concerned, 
we only have small mileages in the United States and we 
are not particularly concerned one way or another because 
there is only a couple of hundred miles of our line involved. 

Q. I wondered how you might regard this. Have you 
had it yourself in your own office or in your own branch 
Since early in October 1948? 

A. We may have; I don't get this kind of Suuniy thus 
matter currently at all. 

Q. But you are the depreciation expert. You are the 
only witness that has been puty by the Canadian Pacific 
Since October 1946 in this? 

A. I am a witness, but I am not the only expert. 

Q. But you are the only witness which the Canadian 
Pacific has put up from its own organization to tell the 
story of depreciation? 

A eS: 

Q. Well now, has this only quite recently come to 
your hands? That is all I was wondering about Mr. Liddy - 
personally? 

A. No, I don't know as we would actually - we might 
not have replied to this. 

Q. That was not my question. Did the letter which 
is from Mr. Bunnell as a member of the General Committee 
of the A.A.R. to the Canadian Pacific, has this only come 
to your hand, Mr. Liddy's personally, recently? 


A. You mean this last week or two weeks? 
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Q. Last week or a month or two? 

A. I think I knew about it before the turn of the 
year. 

Q. Sometime in early 1950? 

Ao. Yea. 

Q. Because frankly what I was wondering about was, 
why you did not bring it to the attention of the Board of 
Transport Commissioners during the20 Per cent Cese, because 
you are bringing it forward now as Some support for a 
trend, I think you Said, in favour of the user method? 

A. We were trying to expedite the 20 Per cent Case. 

Q. You did not want to get into a long argument about 
this Exhibit? 

A. NO, sir. 

Q. And seriously, that is the Only reason you did not 
bring it forward? 

A. We made a pretty effective argument in the 30 Per 
cent Case. 

Q. That does not answer my question. If you want me 
to put it Stronger, I -+suggest this was lying in somebody's 
basket in Montreal or it would have been put in the 20 Per 
cent Case? 

A. You mean this last Case? 

early 

Q. The 20 Per cent Case which ran from ania 
1949 right down until the end of May or April or something 
in 1949. 

THE CHAIRMAN: You mean from 1948? 

MR. FRAWLEY: The 20 Per cent Case began in the 
early part, in February I think, and ran through to the first 
part of April 1949, that is about roughly the length of time 
it lasted. 
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A. We attempted in the 20 Per cent Case, if I am 
Stating the matter correctly, to expedite the matter and 
to follow the formula, and that is why we just let the 
matter ride, Mr. Frawley. 

Q. But, Mr. Liddy, the Question of straight line 
versus user was brought up all through the 20 Per cent 
Case? 

A. I know it was brought up, but until the Intersitate 
Commerce Commission hag something specific about this - 

my only point in putting that statement forward is that: 
bis Shows the interest of the Interstate Commerce Commission. 

Q. Well, in any event, if you knew about it - - 

THE CHAIRMAN: This statement you have been 
referring(to; is itean Exhibit? 

MR. FRAWLEY: Exhibit 187, sir. Now, Mr. Liddy 
I just want to ask you a couple of questions on the 
Segregation of assets. You know there has been quite a 
difference of opinion between the provinces and the rail- 
way in connection with what Should be allocated to rail 
and what should be allocated to non-rail in the Company's 
revenue? 

Az Yes » quite a difference of Opinion on all subjects. 

Q. But certainly quite a lot in connection with the 
Segregation of assets, and it is one of the matters which 
has been referred to this Commission by Order-in-Council 
P.C . (60332 

A. Wes,vsir. 

THE CHAIRMAN: Now, tell me what specific 
language you have in mind? 


MR. FRAWLEY: The Board is directed:- 


me t af sy. hai 195, Os ‘gen wig es oon ere oe 
Pe a oe POMS: Sc iln | 


edtsn iad wabease of ciokaobnns r ot teat IAS 


‘ : oy * fe ea Ps Fe) : be: a  apast Eis ie iS ete te ae Ss as 
: : ws my Raat L ody 
i : 5 ea meant, ea x gues esi ate od 
¥ 7 o 
. t 
{if aig fea 2 to Ho) Se he) pr Sl th a 
Sees gle Ge GPuR RS orem ‘ ; 
a ) 
: PA eo wea fl ps ees 8 2 
. mt fan <8 ah" ft ft Md at i WW PY q¢ 5 ade oe %: ‘, Paty 
z Sed is SY GN acti eee Re gene? a iy < ne ie 5 
| - teeed 
2 t ele ao Rote 
; ; ae Ss ate 
5 ‘ . ; | 
i r.§ Pe ee ue if@moned aaw:. ole WI. 7 
oLeiedat ene Citra suds .au) davon. ca yk Re et 
mele Raa ves 2 a ie eta et a ae Mie ieee Ny Rae 2 St 5: (2 Rip Rata Sins! sea 
neds otods ottiseae anidtemos bre cotaatemed sor amo) 
"Bm Ory Cee TASES ieee i RP Maer Co hac 7S ob oh et OY : 
} ; ; - 4 5 | 
si solemn Mneua seth auch wad rb tated. cing wn 
aa Ms ; i ~ ee 7m, ae pr 
Ay Pie ane nee ed 


Fad \ 2 i 1o.. rae etieh) aed awoke | 
: a 


‘ek By A a A db cbreating , My 
ee AUG); Waaiele (elena wen WOES Sy 
ae tiew 9 
7 t 
oy oP q 
: i i 
7 i] 
im ery , 
A we - 
Same bss F VSAnG 
5 we 


pitrrsten 


ey oe 
h 


. ; VA Rf a eet ; 
ore) Pie t ah Lo %@ Vw ae 
een Ma. ae | 
~ 4 7 fadopD tnsw teut -F 
‘ iq} \ - pa 4 od Pe ees v 
{0 Wea rye , F mes = ey ! 
Ke MES 2 ‘ - ; ‘ Horry se 
r ; > Reakd WOc! in MO LTS Bote 
ne e . ee ' = ae es a 
a) dats Wd Ss me. aan coat Nt eee oa 
ae in 
L Pe ‘Pee Bnet Vor Hts. aya WY: PHO TELA hie © » speTsRAtB 
a St4 C , th oe es ny Vat 7a iat al tata ; Ab as ash Saal he: ne 
; + KRatenoet : f Ae aS Vt 7595/1 OD at yew 
Rican Wes OOeee re Sat Slept An Woe i Po aia nea eee eee 
2 lag nom ettedt Cipy-con oF betnoas te, o@ a forts: soa bus 
ed borin fiers “hel ae OPIN Riad aes ee : mary oar 
: mse A eeavcss “alae bad ; AT oaee toe apes al a: Dee Ae ER ee 
‘Tounsver 
ee 
“ ‘ ena are bere s 
‘ Pea i 
r « > 5 Fr i] Me a eX ay fi 
! ee | GO ff AO: PIS Gs ~s +3 Sod aes ee ‘ A 
; pea 
i+ tu potiosamdos al) fo aiiwp ylorkacm nae ~~ 
; ’ \W } ft 4 
iets i. 
? Siti “ fale i : 
yah Bo Wee ueaars eh 


‘ i] 
~% Po beeo . mast » 
= =? ve } me OT 5 “es ee 
bn (> : is tes 
x - . 


- 17091 - Mr. Liddy cr.ex 


"To review the present-day accounting 

methods and statistical procedure of railways 

in Canada, and report upon the advisability 

of adopting (or otherwise), measures conducive 

‘to uniformity in such matters, and upon other 

related problems such as depreciation accounting, 

the segregation of assets, revenues and other 

incomes, etc., as between railway and non-rail- 

way items;" 

I put it to you very briefly and I do not want to spend! too 
much time on it, but don't you think that in view of ali 

the differences of opinion there has been that it would be 
good to have an umpire to divide these contentious questions 
and put into rail those matters which in the opinion “of 
Such umpire should go into rail? 

A. I would go further than that and say we ought to 
have a Bible, ‘that is, the classification, and then you 
have it so the umpire won't blow the whistle at the wrong 
time. 

Q. You are quite willing then - that is all I wanted 
to ask you - you are quite willing and you have a perfectly: 
Open mind on whether or not the Board of Transport Commissioners 
Should put all the items from 1 to Go into ret or non. | 
rail in accordance with the evidence that is placed before 
them? I am speaking of Exhibit 189. 

A. You mean I can blow one way or the other? 

Q. No, you can blow one way or the other and then 
the division will be made in accordance with the views 
of the regulatory body after they have heard everybody 
concerned. Does that seem toyou a perfectly fair way to 


put it? 
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A. We will present our case to the Board. We feel 
that we, in common with the Canadian National and other 
railways might have differences of opinion. I do not know 
if that is so as a matter of fact. 

Q. But at the moment, as it stands now, you are 
adhering to the position, that, for instance, the income 
you get from your investments in the Toronto Terminals 
Railway should go into non-rail? 

A. Yes, I see a lot of difficulties in sound accounting 
to fall from that. 

Q. But you are willing, after having placed your views 
before the Board, to have the Board say whether or not the 
income from the Toronto Terminals Railway investment should 
£O-into rail or non-rail? 

A. It is not as simple as that; you have got to dissolve 
this company if you want to do that. 

Q. Why would you want to dissolve the company? 

A. I cannot put half of the Toronto Terminals Railway 
into the Canadian Pacific Account; I cannot put, halfvos 
the general manager into our Statistics; I cannot do those 
things, and it is not sound accounting and it is not done. 
Now, if that is the ruling of the Board that this Terminals 
Company should be dissolved, then - - 

Q. If that were the ruling of the BOard when they are 
discussing these features - - 

A. Then, our accountants will simply follow the legal 
procedure in whatever manner they set it out. 

Q. Mr. Liddy, I don't want to spend to® much time 
about it, but just stop for a moment and consider the 
Toronto Terminals Railway. You have to have a terminal in 


the city of Toronto? 
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AS VAogOdNty terminal; yes. 

Q. And if it was not jointly with some other railway 
company, you would have to have your own? 

A. Yes. 

Q. Just as you have one in the City of Calgary, we 
will say? 

Ae Mes 

Q. You need one as much as the other? 

Ange Ves; 194 rr, 

Q. You can't get through to Windsor Ontario without 
your terminal in Toronto? 

Aw tNegosirs 

Q. And you can't get through to Vancouver without 
your temminal in Calgary? 

Ae) Nos wei. 

Q. Now, is there any difference substantially and 

in Calgary 

essentially between your terminal operations/ and your 
operations in Toronto? 

&.. Iwan nat talking about Operations; I am talking 
about the accounting. 
Well, we know there would be a difference. 


There is a difference in accounting. 


Ce) 


Is there any difference in physical operation? 

Ae Ves. there te difference in the physical 
operation. I don't know whether you know Toronto or not? 

Q. Not as well as I know Calgary. 

A. Well, you go into the Toronto Union Station, and 
you neither find a Canadian National nor a Canadian Pacific 
employee. 

O14  Thaty devonily your own doing? 


A. You just asked me, sir. Let me finish this, because 
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I don't know whether you understand iG OF) noc. 

Q. Maybe not too well. I hope I will after you 
finish. 

MR. EVANS: Let him answer please. 

THE WITNESS: And this Company has its own 
employees, buys its own materials, has its own investment 
account, has its own accounting department, and purchases 
thos facilities and provides those facilities. for the 
Joint use of the Canadian Pacifie and the Canadian National 
and probably the T.H. & B. or some other of those roads 
and pro rates its expenses of Operating those terminals 
between those railways on the basis of how many trains or 
how many cars they happen to run into those terminals. 
Now, 1 submit, that-that accounting cannot be the simple 
accounting that pertains to the station at Calgary. 

Q. But whose creation was it, this Toronto Terminals 
Railway? 

A. It is a separate corporation. 

MR. EVANS: Why don't you leave all this to the 
Board, Mr. Frawley? 

COMMISSIONER ANGUS: Mr. Liddy, the figure given 
for income for the Toronto Terminals Railway, does that mean 
a dividend that that company paid to the Canadian Pacific 
or does it mean the Canadian Pacific's share of the approved 
net profits? 

A. No, there is no dividend, Dr. Angus. The income 
that is taken into the Canadian Pacific's .«o%- Other 
Income Account, represents intereston bonds, there is no 
dividend paid by the Toronto Terminals at all. The Toronto 
Terminals has some income - - 


THE CHAIRMAN; These are bonds of this Company 
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which the Canadian Pacific holds? 

A. Yes, and the Canadian National. The Canadian 
National holds half the bonds and we have half. 

Q. An equal share each? 

A. That is right. Now this company has no other 
investment. The property of the Toronto Terminals Railway 
is not! in/6tir railway investment. 

COMMISSIONER ANGUS: Has it any income other than 
is necessary for bond intersst? 

A. No, it has some small income from rent of Space to 
Drug Stores and News Stands, income of that kind, - 
advertising, and that goes towards meeting the expenses of 
that terminal, but the Canadian Pacific run their trains 
right through that terminal and the Canadian National run 
their trains right through - - 

THE CHAIRMAN: And you pay the Termina Compny 
for the use you get? 

A. Yes, and that is all that is charged in the 
railway account. The railway cannot get all the revenue 
from hauling trains into that terminal, and what the railway 
pays is a charge for Operating that terminal. There is 
nothing like that in 6b accounting, and there is no need 
for it to be put on that system, and it is consistent with 
what railways in the United States are doing. 

2. Then, this figure of $46 thousand, that is interest 
On bonds? 

A. Yes, that is interest on bonds. 

MR. FRAWLEY: And as I understood you when you 
first discussed this the other day, Mr. Liddy, in direct 
examination, you put it this way, that that is Other Income, 


in your view, entirely Other Income. It is Simply the 
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interest on an investment you have made. Ana Just as Af 
you had made an investment, I think, in Dominion of Canada 
bonds? 

A. It could be looked upon that way. 

Q. Would you go one further step? This is just the 
same as if you had made an investment in the shares of the 
Westinghouse Electric? 

A. So far as our Capital structure - « 

THE CHAIRMAN: Supposing the Canadian Pacific owned 
the bonds of another railway company, then the other 
company would be in the railway business and paying intergst 
on those bonds to the Canadian Pacific? But do you think 
you could call the operations of the other railway a part 
of the Canadian Pacific. 

MR. FRAWLEY: No, I think there iS a@ distinction. 
If such @ case were put up, we should have to discuss it. 

THE CHAIRMAN: It is farther away, I know. 

MR. FRAWLEY: I do not want to argue it out now, 
but it is an essential part of that railway operation,and 
SOlely because they Operate jointly with the Canadian Paci inc 
they must incorporate 23 separate company. That is perfectiy. 
obvious, but it does not cease the day after incorporation 
as it was the day before, from being an essential part. oF 
the Canadian Paci fic Operation, and just the same as the 
Calgary terminal is an essential part of their main line 
fo Alberta operation. 

Now, Mr. Evans says "Let us discuss it with the Board 
when we come to argue with the Board as to where this account 
Should be". I think it is of interest to this Commigston 
to see what the Canadian Pacific has done when they have 


put these things into Other Income, particularly when one 
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of the matters which you are charged to report upon, sir, 


is this segregation of assets, and I dare Say you have 


to look at what Segregation the Canadian Pacific itself 


has made. 


(Page 17098 follows) 
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THE CHAIRMAN: The assets we find here are bonds 
owned by this company, bonds of the--- 
MR FRAWLEY: That is the form of it; thet is not 
the substance of it, Sir, that is the form of ibs ond that 
is my point. It is form as against Substance, sir, 
MR EVANS: All I would like to remark on that, 
sir, is that section 2(d) of the Order in Council makes it 
clear that you have got to relete all these problems to the 
question of uniformity. I think that is clear-in: 2am 
MR FRAWLEY: Well, of course, there may be an 
ergument as to what that Order in Council means, Sir; asrta 
What the first "upon" qualifies as against the second 
"upon", I do not know that we need to get into a review of 
ithe present-day accounting methods and Statistical 
procedure of railways in Canada, and report upon the 
advisability of edopting, (or otherwise), measures 
conducive to uniformity in such matters," == 

end then we might read again: 
"and report upon otherrelated problems such as depre- 
ciation accounting, the Segregetion of assets, revenues 
end other incomes, etc., as between railway end non- 
railway items". 

Now, my friend has a way of reeding it which is perhaps 

right, perhaps wrong. 

THE CHAIRMAN: Well, it is given here as a 
related problem, not necessarily the same problem, 

MR FRAWLEY: No, but if you repeat the verb 
"report", then you have to separate directives. 

THE CHAIRMAN: You see, I am leaning in your 
direction now. 

IMR FRAWLEY: Well, I don't want to press you too 
far ny lord; you might disagree with me. 

THE WITNESS: If the Commission wish to read what 
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the classification says about facilities, they will find 
that in accounts 513 and 514, which are on pages 178 and 
179. 

THE CHAIRMAN: Q. Dividend income, you mean? 

A. Dividend income and income from funded securities. 
And if you will refer to page 191 you will see from the 
form of the income account that that is not in roilway 
operating revenues, such income. 

Q. You have there dividend income and income from 
funded securities? 

A. Yes, whether it is stock or whether it is bonds, 
oaks 

Q. They are classified there as Other Income; that 
is the point you ere making? 

A. That is the point I am making, according to Gnter 
classification. It is all es metter of classification, sir, 

MR FRAWLEY: Q. Of course, that does not make it 
wholly right or wholly wrong, whether you find it in or 
out of that black book, I suppose, Mr. Liddy? 

A. No. The only thing that would make it right 
would be that it has stood the test of time, and is what 
they do in the United States, where many companies have 
argued this thing for a long while before a very important 
body such es the Interstate Commerce Commission. 

Q. What you say, then, is, wherever you come into a 
city the size of Toronto and you find for practical rail- 
roading purposes you want to get together with the other 
reilway, then accounting-wise it is treated one way, as 
you have treated the Toronto Terminals, end then when you 
are in another eres where you sdo not find it necessary to 
join with the other railway, wmere your operation, your 
terminal operation, might be jusst as big and just as 


importent, but because you are n:ot faced with the 
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expediency of joining with the other railway, you treat 
it eccounting-wise in 3 totelly different way? Thet is 
what it comes to? 

A. Well, I do not think it makes any difference, Mr. 
PPOWLey. Aulwild sey Yes or No, whatever you want me to say, 
to that question. 

THE CHAIRMAN: Mr, Frawley, I think the time has 
come to find yout from you, how far do you Suggest we ought 
to go in this matter of segregation? That is whet it is, 
the segregation of assets. That is what you are dealing 
with now, 

MR FRAWLEY: Yes, sir, 

THE CHAIRMAN: What is your proposal to us, then? 

MR FRAWLEY: My proposal, Sir, 1s thet this Com- 
mission should recommend that it be a power of the 
regulatory body--- 

THE CHAIRMAN: And there would be no statute? 

MR FRAWLEY: I was going to say, if it be not in 
the statute now, then of course there must be statutory 
provision made, but thet the Board must have power to 
itself rule what Shall be regarded as rail income, and then 
other income Just is the remainder, that is all, but what 
Shall be taken in as rail income for the purpose of erriving 
at the financial need of the railways. It is the problem 
which the Board itself felt--- 

THE CHAIRMAN: You would not go any further than 
that, in so far es the law is concerned? 

MR FRAWLEY: That is right. 

THE CHAIRMAN: Then in that case, the law being 
in that open condition, you would again go before the Board 
38 you are now before us, in a given case, and ergue that 
the Toronto Terminals, for instance, should be dealt with 


in the wey you have suggested? 
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MR FRAWLEY: That is exactly right, sir, 

THE CHAIRMAN: But you ere not asking us to do 
anything about it? 

MR FRAWLEY: To have you Say? SLIOwitnia tone 
Toronto Terminals should be one wey or the other? 

THE CHAIRMAN: Yes, or that kind of point, 

MR FRAWLEY: Yes, anything of that sort. No, 
frankly, I would not ask this Commission to come to a 
conclusion of that kind, 

THE CHAIRMAN: Don't you think, then, that you 
heve given us all the information you can, heaving regard 
to the little distance you wish us to travel? 

MR FRAWLEY: Oh, I think it is very important, 
Sir. We have never had that yeu et eld; 

THE CHAIRMAN: I am not saying it is not import- 
ant. We may see fit to travel much beyond the limits you 
set for us. That is snother question, 

MR FRAWLEY: I am finished, sir. 

THE CHAIRMAN: So far as you are concerned, 
though --- 

| MR FRAWLEY: That is right, sir; it may be o 
Short distance, but I think it is a very important step, 
because 1t would clarify a situation that has given us 
plenty of trouble before the Board. 

COMMISSIONER ANGUS; Mr. Liddy, may I ask you 
question? Supposing that the rate of interest on these 
bonds were higher than it is, would the effect of that be 
to transfer income to that extent from reil income to non- 
rail income? 

A. It would heve thet effect, Dr. Angus. 

THE CHAIRMAN: Q. Why? 

A. Well, supposing the railway said, "Now, we are 


going to charge 25 per cent interest in setting up this 
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company," that would have to then be charged out through 
the railway accounts, the cost of thet, end the Canadian 
Pacific would take that into its Other Income and the 
Canadian National would take it into its Other Income, but 
the railways have not done anything of thot kind. 
This terminal was built in 1914 at 5 per cent interest on 
entire bonds, that is, there was no stock at ally) and that 
is to my mind quite 9 reasonable investment, The railways 
have no desire whatsoever to milk the Toronto Terminals. 
COMMISSIONER ANGUS: Q. I 9am not Suggesting 


that; but sren't the railways in 9 sense paying the income 


to themselves? I mean, as I understand it, they share the 


expenses of the terminal, including the interest, and then 
get back part of whet they pay in the form of interest? 

A, Well, sir, we do not put it into our investment, 
os you understand. Now, these bonds, you may be able to 
market them -- I don't know -- but if I had some money and 
was trying to buy some bonds I would not buy bonds that 
represent 100 per cent of the investment; I would not think 
of it. Now, this wes just a convenient way to finance the 
Securities of that small terminal company, because the 
Canadian Pacific had means to finance it end the Grand Trunk 
had means, 

Q. That was Mr, Frawley's point, that it was 9 con- 
venient way to finance half of your rail operations, and 
yet that convenient way of finencing them had the effect of 
taking some money out of reil income and putting 1t into 
non-rail income? 

A. If the Canadian National and the Canadian Pacific 
wented to say, "This half of the station is yours and this 
half is mine," we would have to go out and find that money , 
exactly the same amount of money, and pay interest on it or 


pay a dividend on. it, or whatever way we found it. 
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MR EVANS: I was wondering, as a legal matter, 
Dr. Angus, whether it would not have the same effect if we 
had guaranteed the bonds and then sold them. You see, you 
would be paying your interest out to the public then, end 
you would have had the credit of the two companies behind 
it, and you would have had no different result. You might 
have had to do that if you did not have the money, 

COMMISSIONER ANGUS: Wouldn't thet be the same 
sort of operation, really, as increasing your fixed 
charges? , 

MR EVANS: Not unless you had to pay ; under 
your guarantee. If the rentals, as they would be in that 
circumstence, were sufficient to pay the interest on the 
bonds, the public would Slways get the bond interest, and 
there would be no payment under the guarantee, but the 
credit of the two companies would be behind it, with no 
burden on anybody. I think that is probably the test. 

I would agree absolutely that if in a given case we could 
be shown to have made an exorbitant interest rate there--- 

THE CHAIRMAN: Tell me, what ebout this company? 
This Toronto Terminals Company, is it a compeny 
incorporated by Dominion statute? 

MR EVANS: I assume it is, yes. 

THE CHAIRMAN: Well, since so much has been said 
about it, I think we ought to be informed about it. 

MR EVANS: I think it is Dominion statute. This 
is "Moody's Steam Railrosds", and it has a story about it: 

"History: Incorporated under C -nadian laws July 13, 
1906." 

THE CHAIRMAN: Oh, as long ago as that? 

MR EVANS: Yes. 

"Provide union passenger terminals in Toronto for 


Canadien National Roilwoys, Canadian Pocific Railway" 
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end so on, 

THE CHAIRMAN: I would like to See the statute. 

MR EVANS: We will be glad to look it UD 5 Sa, 

THE CHAIRMAN: Yes, I wish you would. 

MR FRAWLEY: QQ, Now, Mr, Liddy; I have only one 
more matter to discuss with you, and I hope it can be done 
very briefly. It is a matter that you and I have discussed 
before. Would you please look at page 32 of your 1948 
Annual Report? Thst is the page which lists your fixed 
charges, and the first class of fixed cherges is the rent 
for leased roads? 

Ae Yes; Mr. Prewiey, 

Q. Now, the total rent that you paid for leased roads 
in 1948 wes $23 million, roughly? 

Aste lesz" sire 

Q. And you will observe that the rent that you paid 
for the lease of the Onterio & Quebec Railway was about 40 
per cent of the total that you paid? 

DVOCYess: VEte ies terece railway. We paid 9s million 
dollars, $1,038,000, rental. 

Q. Out of $23 million you paid 6 little over s million 
for the rent of the Ontario & Quebec. Now, that rent is 
paid pursuant to the terms of a lease? 

Ae Yes, 

Q. And I would like to call your attention to what I 
find at page 1473 of Moody's Manual of Investments. First of 
all, you would agree with me in the general proposition that 
as far as the freight shipper is concerned the fixed charges 
Should be es low es possible? 

A. That has been the aim of the railways of Canada. 

Q. In other words, you have said more than once thet 
your fixed charges sre very respectably low? 


A. Taking them in totel, including the Ontario & 
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Quebec, they are low. 

Q. But even if they were the lowest imaginable--- 

Ay Zero? 

Q. No, not quite that low. 

MR SINCLAIR: That is the lowest imsginable. 

MR FRAWLEY: Q. Even if they were much lower than 
they are, just even 3 half or So, there might still be one 
of them that would be too Naess athet follows, doesn't it? 
It could be too high? 

THE CHAIRMAN: Too high having regard to what? 
How do you measure the extent to which it is too high? 

MR FRAWLEY: Having regard to the menner in which 
the rental is calculated, sir, because that is precisely 
my point. 

Q. Now, Mr. Liddy, you have not answered that ques- 
tion, end I take it that you sare just going to let it sit, 
ore you, aS 2 rhetorical question? 

MR EVANS: It is really a rhetorical question, 
because all this was gone into in one of the rates cases, 
and the proposition that Mr. Frawley is going to ask your 
Commission to consider I assume is the same 2s he did in 
that case, 

THE CHAIRMAN: What case? 

MR EVANS: In -+.one of the rates cases. He was 
Suggesting to the Board that they ought to find that the 
Canadian P°cific is paying too high a rental on the Ontario 
& Quebec lease, and there is a full statement by me as to 
the circumstances under which thet rentel was peid in the 
evidence in that case. I do not know whet Mr. Frawley is 
asking this Commission to do about it, but the lease is 
there. We do not own a majority of the stock of the com- 
peny; it is held by owtside interests, and we pay the 


rental under the lease according to the bargain, so I do not 
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know whet Mr, Frawley has in mind, He argued to the Board 
that we should not be peying so much rent, we should be’ 
negotiating with somebody else who has already got a given 
income to have that income reduced gratuitously, to save 
the Canadien Pacific. I can give you the page reference 
to the 21% Case where I gave full information on this sub- 
ject, at pages 3490-3492, 
THE CHAIRMAN: What is yourpoint, Mr. Frawley? 
MR FRAWLEY: My point is, as my friend says, the 
Same as I made to the Board, and I felt thet it wes germane 
and proper for this Commission to look Into ED, by virtue 
of the fect that among the matters that you are expected 
to look into is paragraph 2, subsection (b): 
"to review the Roilwsy Act with respect to such 
matters es guidance to the Board in general freight 
Pete Waevisionay. st," 
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THE CHAIRMAN: And recommend amendments? 

MR, FRAWLEY: Recommend amendments. 

THE CHAIRMAN: Were there some amendments you 
wanted us to recommend? What are they? 

MR, FRAWLEY: No, there is no amendment to be 
recommended in connection with this. I want to call to 
your attention what I call an improvident bargain. I 
Say that the Canadian Pacific Railway have, by statute, 
of course -- by lease which has been confirmed by statute-- 
is called upon to pay -- 

THE CHAIRMAN: You mean that Parliament 
confirmed the terms of the lease? 

MR. FRAWLEY: In 1884 they did. 

THE CHAIRMAN: How do you want us to find today 
that it was improvident? 

MR. FRAWLEY: I want you to find, sir, that 
the Canadian Pacific Railway -- 

THE CHAIRMAN: I have heard about improvident 
matters about a certain agreement made in 1887. You are 
now going back to 1884. 

MR. FRAWLEY: 1884 now. Fortunately I have 
something in the nature of a precedent for it. 

THE CHAIRMAN: What do you want us to do about 
it? 

MR. FRAWLEY: There is no amendment required 
if your lordship is aSking me to visualize am amendment 
to the Railway Act. 

THE CHAIRMAN: What guidance do you wish us to 
give to the Board in the case of freight revisions? 

MR. FRAWLEY: The guidarwce is that the fixed 
charges should conform from the point of view of their 
being improvident or otherwise. That is all. If I may 
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THE CHAIRMAN: Then why do you not want us to 
put that in the form of a statute? 

MR. FRAWLEY: At the moment, frankly, I hadn't 
considered even the possibility of it being put in a 
statute, but perhaps it falls into that category with 
respect to the change adopted; whether, in other words, 
the Commission should make observations and recommendations 
that fixed charges are not Simply to be rubber stamped, 
and then assessed against the freight shippers; that they 
should be the same from the standpoint of where too much 
money is being paid out under any one of these leases. . 

THE CHAIRMAN: I understand what you want 
provided but, as I have said so often, and I do not like 
to say it again, there is not much use asking us to advise 
the Board to do this or to do that, unless you can go so 
far as to make it. a legal prescription. 

MR. FRAWLEY: In can say this, sir, that the 
Railway Board has not seen fit, not only to agree with my 
submission, and that is perfectly obvious -- 

THE CHAIRMAN: Others -- not you -- have 
been reading to us long extracts from other Royal Com- 
missions, the Duncan Commission, and then they say the 
Board has not complied with the recommendation. Why 
should it comply with ours? 

MR. FRAWLEY: Without the force of a statute? 

THE CHAIRMAN: Yes. 

MR. FRAWLEY: Well, that is very practical, 
if I may say so, but my lord -- 

THE CHAIRMAN: The amendments to the Railway 
Act say: 

"No review the Railway Act with respect to such 

matters as guidance to the Board in general freight 
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rates, etc., and recommend such amendments therein 
as may appear to them to be advisable." 

MR. FRAWLEY: That is right. Suppose, in 
this instance, you came to the conclusion that it was not 
advisable to suggest an amendment to the Railway Act but 
that -- 

THE CHAIRMAN: It seems to me if you go back to 
a case as long ago as 1884, and you still find fault with 
it today, I would say it is high time something was done 
about it by legislation. Don't you think so? 

MR. FRAWLEY: Very well, sir. If your lordship 
would hear me on the facts, I will be very brief about it; 
where it could be made to fall into a category which would 
properly be dealt with by statute is perhaps another matter. 

I simply put this to the Board -- and I am sorry 
to be taking up my friend Mr. MacPherson's time for 
evens <obshi need ans I am afraid there won't be much of the 
day left - but I simply want to put it to your lordship 
in this way: I am reading from page 1473 of Moody's 
Manual of Investments: 

"Company's properties were leased --" 

That is the properties of the Ontario and Quebec railway 
company. 
".- to the Canadian Pacific Ry. under perpetual lease 
dated Jan. 1884, the lessee paying as rental 5% 
interest on debentures and 6% dividends on the stock 
of this company, the lessor agreeing to build certain 
extensions to the line and a bridge across the 
St. Lawrence River near Montreal." 
Now that is the company with respect to which my friend 
says they do not own very much stock;and that fact appears 


on the same page. The Canadian Pacific owns 1119 shares 


of the outstanding 20,000 shares. 
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THE CHAIRMAN: What is the name of the company? 

MR. FRAWLEY: The Ontario and Quebec Railway. 

But as against that rather modest shareholder 
interest, we find that the officers of the company are, 
Mr. Crump, President, Mr. Unwin --.a Vice-President of 
Canadian Pacific -- is Vice President; Mr. Niderost is 
secretary and J.C. Bonar, Assistant Secretary. 

THE CHAIRMAN: What company is it you are talking 
about now? 

MR. FRAWLEY: These are the officers of the 
Ontario and Quebec Railway Company. 

THE CHAIRMAN: The present officers? 

MR. FRAWLEY: The present officers, of the Ontario 
and Quebec Railway Company. 

Then we find the names of the directors are 
Similar, with Mr. Crump, Mr. Unwin, Mr.MacNamara a Vice- 
President of Canadian Pacific -- Mr. Evans, my friend, 
and Mr. Maunsell, the General Solicitor of Canadian Pacific. 

We find that the directors and officers -- and 
if I am wrong my friend will correct me -- both the 
directors and officers of the company are Canadian Pacific 
officers; therefore, there is a very close connection, it 
seems to me, between the shareholders of the Ontario and 
Quebec Railway -- the remaining shadeholders -- and the 
company that holds 1119 shares OuL OL the 20,000 shares 
outstanding. 

My position is, if you like, a poid cone) say 
that the lease should be surrendered, and negotiated on 
more favourable terms, and I will call the attention of 
the Commission -- 

THE CHAIRMAN: More favourable to whom? 

MR. FRAWLEY: More favourable to the Canadian 


Pacific Railway Company, and therefore more favourable to 
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the fixed charges which we have to pay for. 

I want to call the attention of the Commissioners 
to the Atlantic and North-West Railway Company, and simply 
Dount OC Unere thav that company .. . and’ it is: anether 


Canadian Pacific Company -- I use the words generally, 


pecause there the directors are almost exactly the same 


that Gahe.ctors of the Atlantic and North-West 


people -- 
Railway Company are Mr. Crump, Mr. Unwin, Mr.MacNamara, 
Mr. Evans, Mr. Leslie -- Comptroller of the Canadian 
Pacific -- Mr. Maunsell and Mr. D.S. Thomson who lives 

in Toronto. 

Now that railway consists of 341 miles of track 
from Eganville to Payne -- I don't know where Payne is; 
and in the eastern townships, Montreal to Farnham, and 
Brookport to Megantic. 

The comment I want to call the Commissioners! 
attention to is this: 

"Dease: On Dec. 6, 1886, the road, which was 
completed at that time (321.4 miles), was leased in 
perpetuity to the Canadian Pacific Ry: CO. Or sama 
annual rental of pounds 28,013, 14s for the first 
20 years and pounds 66,500 thereafter. This lease 
was surrendered Jan. 1,1937 and replaced by a new 
lease for 999 years from Jan. 1 1937 at an annual 
rental equal to interest on first mortgage redeemable 
debenture stock.” 

The bonded debt is 4 per cent first mortgage redeemable 
debentures due 1957; and a quick calculation which was 
made for me, shows that that would be 52,000 pounds, or 
as shown on page 32 of this 1948 report, about $210,000, 
which is paid as the rent for that leased road. 

T am doing no more than calling to the 


Commissioners! attention the fact that it should be, 
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in my opinion, as possible to renegotiate the rent which 
is paid to the Ontario and Quebec Railway Company as it is 
possible to renegotiate the rent which was paid the Atlantic 
and Notth-West Railway Company. I say that it is a matter 
which should not be, year after year, just rubber stamped 
by the Board of Transport Commissioners in arranging the 
financial needs. 

THE CHAIRMAN: How would you have all that done? 

MR. FRAWLEY: How would it be done? 

THE CHAIRMAN: How would you compel its doing? 

MR. FRAWLEY: How? 

THE CHAIRMAN: How would you have it done? 

MR. FRAWLEY: How would they be compelled to do 
it? The regulatory body might say, "Well, we will not 
pass that item as a fixed charge as it stands, and you 
must write it down or you must go and renegotiate the 
contract. 

We heard something about the wage bill which the 
Canadian Pacific had to pay, and some comments were made 
during the judgment in the 20 per cent case that the 
mere fact of proof of the amount of wages paid did not, 
of necessity, require the immediate implementation of 
that payment in increased freight rates. By analogy I 
simply say that the Board should be able to say to this 
company, "Your fixed charges in that particular at least 
are too high.” 

THE CHAIRMAN: Are you saying the Board has no 
such power now? 

MR. FRAWLEY: They may have the power, but if 
the state of affairs which I have called to the attention 
of this Commission struck the Commissioners as something 


worthy of special mention in their report, then I would 
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suggest that the regulatory body, when we next come before 
it, would be impressed by what this Commission said, and 
act accordingly. 

That concludes my cross-examination, sir. 


THE CHAIRMAN: Then we will rise now. 


---The Commission adjourned at 4.10 p.m. to meet again 
on Monday, March 6, 1950, at 10.30 a.m. 
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---The Commission resumed at 10.30 a.m. 


MR. SHEPARD: Mr. Chairman, before Mr. MacPherson 
proceeds, I wanted to have placed in the record this 
morning drafts of two suggested sections to be added to the 
Railway Act. The reporter has copies, and counsel and the 


Commission have copies. It reads ag follows:- 


" SUGGESTED BY MANITOBA AS AMENDMENT 
(Draft) TO BE ADDED TO THE RAILWAY ACT WITH 

REFERENCE TO UNIFORMITY OF ACCOUNTING 

PROCEDURE AND DEPRECIATION: - 
1. The Board shall as soon as practicable pre- 
seriberv= 

(a) a uniform system of accounts applicable 
to all railway companies and a period of time 
within which the companies shall put into effect 
such uniform system of accounts, and the manner 
in which such accounts shall be kept; and 

(b) for all railway companies the classes 
of property for which depreciation charges may 
properly be included under operating expenses, 
and the rate or rates of depreciation which 
Shall be charged with respect to each of such 
classes of property. 
e. Nothing in this section shall require any 
railway company for corporate purposes to 
keep its accounts on the prescribed uniform 
System or charge prescribed depreciation rates. 

The Board or any duly authorized agent shall 
et aky times have authority to inspect and copy 


all accounts, books, records, memoranda, or other 


documents of any railway company. 
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It 1S with reference to uniformity of accounting 
procedure and depreciation. We have not suggested where 
in the Railway Act it might be appropriate for these 
Sections to be included. 

The second section, which is the three lines at the 
bottom of the typed page that I have Supplied reads:- 

"The Board or any duly authorized agent 

Shall at all times have authority to inspect and 

copy all accounts, books, records, memoranda, 

or other documents of any railway company. " 

It has been pointed out to me by my friend Mr. Evans, that 
Section 70 of the present Act is probably sufficient to 
cover that provision that we are now Suggesting, but I 
think it should go on the record at this time in any event, 
and we will consider the effect of Section Ysa) e 

The first section, which is divided into two sub- 
Sections, deals with the mandatory duty imposed on the Board 
to prescribe a uniform system of accounts, and also to 
define the classes of property which will be subject to 
depreciation, requiring the Board to fix a rate or rates 
of depreciation. 

The second sub-section of the Suggested amendment 
makes it unnecessary for the railway companies, for corporate 
purposes, to follow the uniform system of accounts, or the 
depreciation rate. In other words, these are suggested 
for rate-making only, and I might add, sir, that in drafting 
these sections Mr. McLean and myself had reference to the 
[50 .C. Acts Section 20. 

THE CHATRMAN;  ‘Therd.¢.c . Act? 
MR. SHEPARD: Yes, sir, sub-sections 3 and 4. 
THE CHAIRMAN: Wait now, I.C.C. Act, Section .20e, 
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MR. SHEPARD: Section 20, sub-section 3 and 4. 

THE CHAIRMAN: I see, Mr. Shepard, that in this 
clause (b) of 1, you say:- 

"for all railway companies the classes of 

property for which depreciation charges may 
properly be included under operating expenses, 
and whe rate or rates of depreciation...” 
Do you intend that to go so far as to indicate that the 
Board shall adopt some method of depreciation? 

MR. SHEPARD: Straight line or user for example, 
yes. We stressed that, and we considered that the wording 
we have used necessarily requires the Board to lay down 
the method, because in fixing the rate they would have to 
do so. 

THE CHAIRMAN: But it leaves the Board free to 
select whatever method it thinks proper? 

MR. SHEPARD: Yes, but in order to fix a rate 
they must determine what method is going to be used, so we 
have not included any specific reference to method, as that 
goes with the fixing of the rate. 

THE CHAIRMAN: Then, you have in mind I suppose, 
taking (a) and (b) together, that a uniform system of 
accounting would necessitate the adoption of the same method 
of depreciation by both railways? 

Ma. SHEPARD: . YS; Sir. 

THE CHAIRMAN: On all the railways? 

MR. SHEPARD: That is correct. 

THE CHAIRMAN; This, you think, carries out thar 
intention? 

MR. SHEPARD: Yes. 

THE CHAIRMAN: I notice that Section 70 is under 
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the heading of "Inquiries" with Section 69, and gives the 
Minister and the Board or the inspecting engineer or 
person appointed under this Act, powers of entry and in- 
Spection and of requiring the production of all material 
books, papers, plans, Specifications, drawings, and docu- 
ments. Do you think now, that that may already cover what 
wou Nave in mind in the last paragraph of this draft? 

MR. SHEPARD: It may well do, sir. 

THE CHAIRMAN: I would suggest you look into that, 
and satisfy yourself on it. 

MR. SHEPARD: Yes, we will have something to say 
about that later. 

MR. O'DONNELL: There is also Section 384. 

THE CHAIRMAN: 384, yes. That seems to be a very 
Wide section. There is a lot of it, a page and a hairy 
obtaining information, requiring attendance of witnesses 
and production. Yes; you might’ look at that too. 

MR. SHEPARD: I am not too sure but whether our 
three lines do not cover what is in Section 384 and Section 
7O fairly substantially, but we would have to study it. 

MR. O'DONNELL: Or Sections 384 and 70 cover 
what is in your three lines. 

MR. SHEPARD: It is a question of whether you 
want to take three pages for what can be said in three lines. 

MR. EVANS: There may be other things. Before 
we leave this subject, may I ask whether Mr. Shepard 
presents these amendments on behalf generally of provincial 
counsel or only on behalf of Manitoba. I don't know 
whether he has an agreement with any other counsel or not. 

MR. SHEPARD: Only on behalf of Manitoba at the 


moment, sir. 
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THE CHAIRMAN: All right, then, Mr. MacPherson. 

tt ee Recalled 
CROSS-EXAMINATION BY mR. Mac PHERSON:; - 
a et i. Mac PHERSON : - 


Q. Mr. Liddy, you produced an Exhibit which is filed 
as Exhibit 190 to which I would like to refer. Now, Exhibit 
190, Mr. Liddy, is the comparable data showing digest of 
development of the Canadian Pacific Railway Company. 

THE CHAIRMAN: What is that you say? 

MR. MacPHERSON: Exhibit 190, my lord; Vase vice 
to show the comparable data Showing digest of development 
from 1885 to 1948 of the Canadian Pacific Railway Company. 

THE WITNESS: Yes, Mr. MacPherson. 

MR. MacPHERSON: Q. Now, in the column to the 
left, caption "Net Railway Property Investment" the amount 
invested on the 3lst of December 1885, was $160, 864,000. 

A. That is what this table Shows, yes, sir. 

Q. Now, looking over to the right, we find thatae 
was not until 1894 that any preference stock was sold of 
the company? 

A. 1893, I think, would be the probable date. 

THE CHAIRMAN: When? 

MR. MacPHERSON: 1893, my lord. 

“THE CHAIRMAN; It is under a column that indicates 
1894, isn't it? 

MR. MacPHERSON: Yes, that is what I thought. | ££ 
does not matter for my purposes, 1893 or 1894. Insofar as 
the 4% consolidated debenture stock is concerned, the first 
of that was sold in 1889. 
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Q. So that all the stock of the Company that had been 
sold on that date was as shown under Capital Stock, Ordinary, 
$65 million? 

A Yessy Six. 

Q. In the 20 Per cent Case, there was filed an exhibit 
which has been referred to before this Commission as 49 - 4g, 
You are familiar with that of course? 

A. Im @ general way only, Mr. MacPherson. 

Q. Well, in any event you have not a 49 - 49 before 
you have you Mr. Liddy? I think we can look at this together. 
Statement A-6, sheet 1, shows the situation in respect of 
Ordinary Stock. In 1881 there were $3 million sold at par, 
which is correct? 

A That is what this statement shows, yes, sir. 

Q@. In 1882, there was $1,894,000 sold at par? 

A Yes. 

Q. In 1883, there ware 20 million sold which produced 
only $5 million, that is, it sold at 25¢ on the dollar? 

A. That apparently is correct. 

Q. In 1883, there were 30 million sold with a discount 
of over $14 million or a yield of slightly over 50% of par? 

A. \eoat. 1 Seren t 

Q. And in 1884, there were 10 million sold and less 
than 50% of par was realized? 

Ao, pes, 18 right... 

Q. So that these 65 million of Ordinary Stock which 
was sold, realized as gross proceeds $29 million? 

A.. That looks to be right. 

Q. Yes, actually then in 1885, the property invest- 
ment was $160 million, but the investment of the shareholders 
was $29 million? 


A. You said the property investment was what? 
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Q. The property investment account according to 
Exhibit 190 is $160 million, but the investment of the share- 
holders in actual cold cash was but $29 million. 

A. Well, that is taking it a little far.at that.times 
I would say that the par value of the stock was $65 million, 
and the cash proceeds was $29 million. Now, at that time 
you know that the Dominion Government had built a line for 
us and turned it over to us. 

THE CHAIRMAN: Q. Had what? 

Atel 12 line, put.to say that the 
property investment was $65 million at that time, I could 
not quite go that far. 

MR. MacPHERSON: Q. Well, what my question to 
you was, was this, that at that time, the property invest- 
ment according to your Exhibit 190 stood at $160 million, 
but the cold cash that had been put in by your shareholders 
was $29 million. 

Aue» J) think that: is. right. 

THE CHAIRMAN: Q. Are you Saying, Mr. Liddy, that 
the investment comprised more than that $29 million? 

A. That 1s Yight. 

Q. To get 700 miles of railway built? 

hay Thet 1s. rights 

MR. MacPHERSON: I am coming to that, my c¢lord.. 
am Simply saying now that in 1885, the actual cash invest- 
ment of shareholders was $29 million. 

THE CHAIRMAN: Yes, the shareholders invested 
$29 million, and received in exchange $65 million worth of 
shares? 

MR. MacPHERSON: Of shares, yes. 

THE WITNESS: And there were also some bonds out- 
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Q. We will come to those bonds in a minute. 
A. I don't think you should let me hang up in the air 
as much as that. 
Q. I have no intention of letting you hang up in the 
ait. | 
THE CHAIRMAN: It will all come out. 
MR. MacPHERSON: I am going to produce the 1885 
Balance Sheet, and that will take us right out of the air. 
Actually, according to the last column, Mr. Liddy, at this 
same time the long term debt, bonds,notes ang bee eee 
was $52 million? 
Wt) LOS, Sr 
Q. Now, so that we are not in the air at all, I want 
you to come to the 1885 Balance Sheet. I have made copies 
of this my lord. 
THE CHAIRMAN: Is this an Exhibit? 
MR. MacPHERSON: I will file it as an Exhibit, 
Yoour .v 18 simply 2 copy of the Balance Sheet. 
. EXHIBIT 194;- filed by =: Copy of ¢.PiRvi@en- 
«Mp, MaePherson : densed Balance Sheet, 
3lst December, 1885. 
MR. MaePHERSON: Q. Now, Mr. Liddy, this is 
Exhibit 194, and it 1s a copy of the Condensed Balance 
Sheet of the Canadian Pacific Railway Company, 3lst December 
1885, and I would like to take the first page where you will 
See the Main Line cost of road was $107,251,000. That is 


correct? 
A. Yes. 
COMMISSIONER INNIS: This is in the report, is it? 
MR. MacPHERSON: Taken from the annual report. 
Q@. The acquired lines, $8,436,341? 


A. Yes, 622, 
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Branch Lines, $4,967,0003 
Yes. 
That is, $120 million? 


VSS. S17 


Bo Ma eR Sy ED 


Then the next:- 
"Note:- Lines built by the Government not 

included. Estimated cost, $35 million". 

That would be the 700 odd miles that you have just referred 

to? 
ay Yes, 
Q. Then equipment, rolling stock, $7,958,000 odd? 
phenethyl 


(Page 17126 follows) 
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Q. 
Ae WCEGMeVS sii ie ds dsc woes 478,252.99 
Shops and Machinery at and 
NeomeMontreal .. . .... 907,755 84 


9, 344,297. 41 


CONSTRUCTION PLANT TOOLS AND 
OUTFIT . .. ero ay 130,812.38 


REAL ESTATE 

Aor enw near Momuread co). hal de! Ou ee 414,581.64 
ADVANCES and Expenditure on Leased Lines 

Total 3,313,906.83 

BUCOUN TO) MIBUG EVA BEG soy. c0lok's coos ces <« \2y439, 1363 75 
MATERIAL AND SUPPLIES ON HAND ........ 1,586, 707.09 
DOMINION GOVT. GUARANTEE FUND. 

Amount on deposit to guarantee 3 

per cent. per annum on Capital Stock 

UGE Aves 7. PSOS hii cad. 13 52355263067 
BALANCE DUE ON LANDS SOLD 


Deferred Paymen ter. ck oe o osic s : 15579; (00.44 
CASIDVON DEPOS PT Ry UNTER ES Ts aiken acc s 272015333805 
CASH IN HAND ..4.. dee are Te arene ater eieneoe y Ree 3,010,479.40 
A. Lee: 

Q. Then under liabilities, and these refer to 


the bond issues to which you referred, there is: 


First Mortgage Bonds ..... POG Led deel L440004 C00 00 


Mortgage Bonds on Acquired Lines, 


CamadeanGéentratl .3. 634... oioktigtse cc : POSS sos: 

Land Grant Bonds, lst. Mortgage...... 3,612,000.00 
Dominion Government Loan at 

ae 4 per cent per annum ....... ibe bend p50 3 0CO0ROC 


Dominion Government Loan, secured 


bipt land: seein Neer sae taeeene 9,880,000.00 


Unpaid. Vouchers: and Accounts’ 2.3. ..4% 2,101,000.00 
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Cash Subsidy Paid by Government ..... 
Total 24,539,000.00 


MERE 851° his aN oO an rr Pee ge 8,971,000.00 
BUONO T SF EGS Et A fen a 505,000.00 
Bonuses Received from Municipalities.. 2323000 O00 


Net Revenue from Road to Date, all 


fixed charges having been deducted 
35 OL: fours 


That is the balance sheet of the Company in 
1885, 

A. May I ask if this was taken directly from our 
Annual Report? 

Q. Taken directly from your Annual Report. 

oe Thank you. 

Q. At that time the Company had completed the road 
to Vancouver? 

A. Yes, 2) think it was in operation some 
time in the fall of that year. 

Q. And at that time it was purely a railway 
company? 

A. I don't think we owned any steamships at that 
time; there was some telegraph and some express. 

COMMISSIONER INNIS: You had lake steamers? 

THE CHAIRMAN: Lake steamers are shown here. 

MR. MACPHERSON: Q. Lake Steamers are shown 
at $478,000.00? 

A. That is right. 

Q. But so far as the company was concerned there was 
not the problem then that you have now of differentiating 
between rail and non-rail? 

A. Nos; we were just starting out. 

Q. As a railway company? 
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Q. It was not until 1949 that it was necessary 


to have a split balance Sheet, in the form of Exhibit 


A. In rate cases? 

Q In rate cases. 

A. Thabeisganight. 

Q Insofar as the company was concerned at that 
date, the corporation and the railway were the same 
thing? 

A. No. LI, wouldn't..say that. 

Q. Younwouldn!t. sayuthat? 

A. No. 

THE CHAIRMAN: Are you talking of 1885? 

MR. MACPHERSON: Yes, 1885. 

THE WITNESS: Excuse me; I was still in 1949. 
MR. MACPHERSON: Q. No, I mentioned 1885. 

Le No; the whole problem in 1885 was to get the 
railway running. 

Q. My point is8 this, Mr. Liddy, in Mr. Frawley "s 
examination of you, for instance, the other day it 
came out time and time again the question of the 
apparent conflicting interest of the railway as against 
the company, now in 1950. Is that right? 

A Yes, there are a lot of questions along that 
The. 

Q. Which did not exist in 1885? 

A. Oh, no; they had other problems then. 


OOMMISSIONER INNIS: This question of land, 
Mr. MacPherson, are you thinking of that as part of 


the railway property and other income? 


MR. MACPHERSON: No, I am coming to the 


ans Ane Serie said sae wee ante as seoent a 
Lier 
egee att eter vawlhbes ae te masrtoason oa tn 
| PORN 4 Ad: ‘ease my b 
tacit, gee ehabivow, © | 
PRENT WEA): oe abttion ce a .$ Ah 
SEESL Ac wettaltasd sae ae ations ase Pk x ) Ki ii 


AC) pp ie epiugs ~ eo 
CBRL aay 4g mea a Sam oft yo i 


BOL ie sha tie meen! a" 3 ca a aw ab J near. at, heyy i 
ERT Henearialy Tek aie, gi AatelsN a. 7 f | 
a83 don oo eae FOBL at motd ON ah CHa ody ca: at : 
| sinker wane Pets. 
ua Roe re Oe ei ett PENT Dad og ED i as ‘ad taboo i ii ae a 
| i) aca 
#2 anh tetdo odd jsonad ant sok. swON) X @ Mo hte bine . 
Oh ES GOT Roep ott Atshe, SES BAR aa Me $10 ans 5: 
Tatignt @e Sawiley ots lo jactsdges gritolilacs taotsage 
Staers Feds at pone: i et Wort wynaainas alg. 
Tstt Baole Bmotpeoup Jo tole arp: vaadd nae alle aoe 


i 


rOnbLe ys 


cet ‘ 
a ob +) 


Ae? eaeidovg oi rs 
' Vige 
| | ‘A 
r. ol 4 . 4 ere " : Exe ; ; VM “f on . fi i iy ao 
Dred Xe noktsoup Bete LENE Ne ed Tia CALL 


to Daeg. ae Gent to gaistskee boy od Losi oe 
ea mae 


. ‘ Fas! oh. ” P 
Mou Ge AGRIC ee edeedgh aes | ¥ HEE as x 


ot OG Beehive ma T oe Roe: ae eee ft a 


-17129- Mr. Liddy cr-ex 


Lend ‘later, (Dm. Innis, and as: ito any conception we may 
put on land, and will probably spend some time on it. 
In any event, there is one item that I want to refer to. 

Q. On the first page, Dominion Government Guarantee 
Fund, what was that, Mr. Liddy? 

THE CHAIRMAN: Where is that? 

MR. MACPHERSON: It is $13,238,000.00 

MR. COVERT: The fourth item from the bottom, 

MR. MACPHERSON: Q. What was that? 

A fam sorry, Iam a little hazy on this, Mr. 
MacPherson, but we deposited with the government, I 
believe, some money guaranteeing interest on the capital 
stock in order that the public might have confidence in 
buying the stock; and I presume that some of this money 
was either the primcipal represented in the issue of 
stock, or perhaps it was some of the $25,000,000.00 that 
the government granted us. 

Q. We will go into that in a minute and get it 
cleared. up: 

THE CHAIRMAN: The item is called Dominion 
Government Guarantee Fund? 

MR. MACPHERSON: I propose to explain that, 
my lord. 

THE CHAIRMAN: Whether the fund was provided 
by the government or by the company? 

MR. MACPHERSON: I z. propose to put something 
in that will explain it; but before doing so I wish to 
come back to Exhibit 190 again. 

Q. Will you look under the heading captioned 
"Dividend Declared"; one first declaration of dividend 
was in 1889, or 1890, of one per cent? 
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Q. Now, do you suggest that that was the first 
money received by the Shareholders, by the way of returns 
for the money they had invested in the company, this 
$29,000,000.00 I speak of? 

A. Unless there was something came out of this 
fund, I really don't know Mr. MacPherson. 

Q. You see, Mr. Liddy, this Exhibit would suggest 
that the first return that the shareholders had for 
money they had paid in was in 1889, when they received 
one percent. Is that not correct? 

as Yes; 3; that is what that Exhibit shows. 

Qe I intend to show that that is not right, but 
before doing that I wish to file another Exhibit. 

This is exerpts from a letter from George Stephen, 
the President of the Canadian Pacific Railway to the 
Minister of Railways and Canals, dated the 15th of 
January, 1884, and is taken from the Report of Proceedings 
at thekspecial general meeting of shareholders of the 
Canadian Pacific Railway Company, 3rd and 6th of March, 
1884, pages 5 to 13. I will file this as Exhibit No. 195. 
EXHIBIT’ NO. 195s Excerpts from letter from 
ee ae te George Stephen, President 

Canadian Pacific Railway 

to Minister of Railways and 

Canals dated 15th Jan. 1884. 

Taken from Report of Proceedings 

at Special General Meeting of 

Shareholders Canadian Pacific 

Railway Company, 3rd and 6th 

of March 1884. pages 5 to 13. 

MR. MACPHERSON: I will read this, my lord, 
and I think further examination of Mr. Liddy will 
explain this $13,000,000.00. 

"In the beginning of November last, I had 


the honour of submitting to the Government a 


proposal for its co-operation, in securing a 
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minimum dividend at the rate of ee per cent 
per annum upon the outstanding stock of Pe 
Company, which the Company believed would have 
the effect of increasing the market value of 

its shares to such an extent, as to make the 
unissued stock available to assist in providing 
funds for the completion of the Canadian Pacific. 
Railway by the end of 1885. And this belief was 
shared by friends and financial agents of the 
Company, in the principal financial centres of 
Europe and the United States. 

As you are aware, the Government, after a very 
full discussion of the matter, thought fit to accede 
to the request of the Company, and entered into an 
arrangement for securing the payment of a semi- 
annual dividend at the rate of three per cent per 
annum on the outstanding stock of the Company, 
amounting to $65,000,000; under which the sum 
of $8,710,240 in cash was placed in the hands 
of the Government, afterwards supplemented by a 
payment of interest to meet the dividend payments 
for five years. And a preferential charge was 
created upon securities to the amount of $8,250,000, 
to secure the payment by the Company to the 
Government, of the further sum of $3,853,912 on 
or before the lst February next, and of $4,527,000 
on the 17th August, 1888, these sums, together 
with the cash depositéd, constituting an amount 
sufficient to provide the entire fund required 
for the secured dividend, during the whole period 
of ten years. The remainder of the authorized 


capital stock of the Company, amounting to 
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$35,000,000, was also deposited with the Government, 
subject to the right of the Company to issue any 
portion of it upon payment to the Government in 
advance of the amount required to pay the secured 
dividend upon the amount so issued. 

I regret to say, however, that the arrangement 
so made has not attained its object in any degree. 
The stock markets of the world have been in a 
depressed state for some months." 
is the first excerpt, the second excerpt reads: 

"Of the subsidies in money and land to which 
the Company is entitled under the contract:- 

The Company has earned of the money subsidy 


sete pik ye OON eae 
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Of the land subsidy it has earned ..... 13,755,705 acres 
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In addition to these assets, which come directly 
from the government and are under its control, the 
company has in the hands of the government the 
remainder of its stock, viz.: $35,000,000, subject 
to the payment of $8,575,000 to secure the dividend. 
And the company has also a further amount of 
$10,000,000 of stock, upon which it has obtained 
an advance of $5,000,000. 

It has expended upon its main line of Railway, 
including the completion of 1,121 miles, 
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It has expended upon branch Lines, 

including the completion of 269 

WeSC SSUMe OL 24n 4. 2 oo ica 3,827,092 
It has expended in the improvement of 

railways received from the 

Government the sum of 66.0564. 525 3536 00n 
It has equipped its line and branches 

NCO OO ah G el oleate 8,638, 306 
It has acquired extensions from Callander 

to Montreal and Brockville, at 

QUO OE Bre BoA 6 ca e's ty Sis Veal Sioiaa ete 35.20 3,050 
It has on hand, materials, rails, ete.. 4,025,604 
It has paid to Government in advance of 

BAMA SG MB sie) camclal dics) sss d's Ws. wale Oy TAO COO 
It has paid interest on Capital Stock... 2,128,000 
Also interest on land grant bonds, and 

expenses in connection with land 

CSCI GREDS Pry fer EO Or, One Ne ae Sr 372,880 
It has made advances towards acquiring a 

line to the sea-board, and for 

other purposes within its charter...3,482,251 
It has acquired real estate for 


Cermipapeeto.. at eu CcOstwoh. sss cshies, SOO shee 


58,695,377 
And it has only received out of its entire 
cash and land subsidies, the aggregate 
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net cash outlay, and the above balance represents 
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the amount which has been provided by the company 
itself. The figures are based upon the returns 
up to the 31st December last." 

is the last excerpt: 

"I have therefore, the honour to submit an 
application by this Company, for an advance by 
the Government of a sum sufficient to enable 
the Company to proceed vigourously with its 
enterprise. In connection with this, I would 
also respectfully ask, that the Stipulation for 
the deposit of $1,000,000 as security for core- 
struction, and of $5,000,000 in land 
grant bonds as security for the operation 
of the railway, be abandoned; and that the 
remaining cash subsidy be paid as the work 
proceeds, in the proportion which the work done 
bears to the work remaining to be done. 

And I would further ask, that the delay for 
the payment by the company of $2,853,912, which, 
under the terms of the agreement with the 
Government of the 7th November last, is payable 
during this month, may be extended until the 
time approaches when it will be needed for the 
payment of the secured dividend, namely, the 7th 
of November, 1888, when the balance of that fund 
is payable. 

If the Government can see its way to these 
concessions, which I venture to think are not 
important to it, the company would be enabled 
to proceed with its operations at such a rate 
of progress, as would enable it to open the 
railway at the end of next year, if it can obtain 
a temporary advance upon its property to the 


extent of $22,500,000." 
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Now, Mr. Liddy, you will see that in that 
statement, on the second page, there are certain items: 
"It has paid to Government in advance of 
OAV Eden de endo ,, (LO; 2402," 
A. Tat, 18: right.,..sir, 
Q. And: 
"It has paid interest on Capital Stock ... 
$2,128,000?" 
Ae Yes 4S 1Ps 
Q. That would be paid to the shareholders? 
A. Well, they would get it eventually, anyway. 
Q. Is there any doubt in your mind as to the 
fact that that is how it was paid? 
fe I don't know whether it was paid through 
this government or not. 
Q. We will try to get that straight then from 
your Annual Reports. 

MA MACPHERSON: My lord, I am not filing this 
document as an Exhibit, but I wish that it be read 
invo nevrecord,. It is comparatively short. 

THE CHAIRMAN: This another sheet. 

MR, MACPHERSON: Another sheet, my iord 
This is the Canadian Pacific Railway Dividends paid 


and included in cost of main line. 
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CANADIAN PACIFIC RAILWAY 
DIVIDENDS PAID AND INCLUDED IN COST OF MAIN LINE 
eee et i EN ENG 


Guarantee Fund deposited with Dominion Government in 
1884 to guarantee a dividend of 3 per cent on 
$65,000,000 of outstanding capital stock for 
TSOTVE Gee ate vah oc ¥ere napster cate sNuae 6s e'u ote «ah $16,238, 288.87 


Balance Sheet 1884 


Original deposit $ 8,710,240.00 

Additional deposit 147,136.87 

Advanced by Government 7, 380,912.00 
loan 


$16 , 238, 288.87 


Disbursement of Fund 


Fund on Hand Interest 


Year bed pene eee 
1884 $16,238, 288.87 

1885 14,288, 288.87 899,975.00 
1886 13, 238,263.87 515 235.00 
1887 11,803,499.73 457,455.02 
1888 10 , 310,954.75 397,062.57 
1889 85 758,017432 334, 323.89 
1890 7,142,341.21 269,050.58 
1891 5,461,391.79 201,140.22 
1892 35712,532.01 130,486.31 


1893 1,893,018.32 56,981.68 


$3, 26127114 
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(Table continued from previous page) 


Dividends Paid Per Balance 
Year aoe cae ee 
1884 $ 1,950,000.00 14,288 , 288.87 
1885 1,950,000.00 As Pree is ry ine hel? 
1886 1,950,000.00 11,803 ,499.73 
1887 +5 990,000.00 10,310,954 .75 
1888 1,950,000 .00 8, 750, 0L fase 
1889 1,950.000.00 7,142,341.21 
1890 1,950,000.00 5,461,391.79 
1891 1,950,000 .00 Sp lees Octo 
1892 1,950,000.00 1,893,018.32 
1893 1,950,000.00 
$ 19,500,000.00 


(Page 17141 follows) 
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MR MAC PHERSON: Now, the disbursement of the 
fund as taken by years, the source there is the annual 
reports ‘Or the company, and the fund on hend at the 
beginning of the year 1884 was $16 ,238,288.87, the 
dividends paid at 3 per cent on $65 million were 
$1,950,000 that year, and the balance per balance sheet 
at the end of the year was $14 288,288.87. Then each 
Succeeding year -- and this is from the ennual reports of 
the company -- there is on the left hand the fund st the 
beginning of the year, the second column represents on 
interest credit that the Government has sllowed in respect 
of the money which was on deposit, the next column gives 
the dividends paid at 3 per cent on $65 million, and in 
1893 the fund is exhausted and the last payment of $1,950,000 
has been made, 
Q. Now, I think thet bears out whet you had seid, 
Mr. Liddy, and whet that letter said, that in order to 
encourage sales, there was deposited of ordinary stock 
with the Federal Government a sum of money and en sdvance 
Secured from the Federal Government to guarantee a dividend 
of 3 per cent on Stock, ordinary stock, that had been issued 
for a period of ten years? 
A.’ "LT thinkrthat is Pigny, sir: 
Q. So that when Exhibit 190 uses the term "dividends 
declared", while that may be technically right, actually 
So far as the shareholders were concerned they had received 
a dividend of 3 per cent from 1884? 
Ao. Yes, I°think’ that 13 correct, Mr. MacPherson, 
COMMISSIONER INNIS: Did you say Something about 
dividends being paid before 1884 in your earlier remark? 
MR MACPHERSON: Not at this stage; but I am going 
to show that there was a payment made then too, Dr. Innis. 


Q. As a matter of fact, on that point, if you 
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take Exhibit 49-49, that is the Split balance sheet--- 

A. That was an exhibit put in by the Canadian 
Pacific Railway. 

Q. That was not an exhibit put in by the Canadian 
Pacific Railway? ee eSen Sir. 

Q. 49-49? 

A. Yes, sir. 

Q. Wasn't this put in by the Canadian Pacific Rai 
way in the 20% Case? 

A. That is what I soy. 

Q.> Oh, yes. 

THE CHAIRMAN: You are talking of the exhibit in 
the 20% Case? 

MR MAC PHERSON: Yes, my lord. This is an ex- 
hibit, my lord, which has been referred to a number of 
times before, and which I Suppose will be referred to a 
number of times again, and is whet is known as the split 
balance sheet. 

THE CHAIRMAN: Did you say the split balance 
Sheet? 

MR MACPHERSON: Split balance sheet. This was a 
Split balance sheet when the company submitted for the 
first time a balance sheet dividing as between rail and 
non-rail assets and liabilities. 

THE CHAIRMAN: That was done in 1949? 

MR MACPHERSON: 1949, 

THE CHAIRMAN: For the first time? 

MR MACPHERSON: For the first time in a rate case, 
for the first time that we know of. 

THE CHAIRMAN: Up to that time what had been sub- 
mitted? Up to that time in rate cases what had the company 
Submitted? 


MR MACPHERSON: Well, it was its annual report. 
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MR EVANS: There was no attempt to segregate the 
property and the earnings and the taxes complete. They 
presented their accounts in quite a different form? 
There was at that stage not the game question of whaet-<- 

THE CHAIRMAN: Was the difference one of form 
only? 

MR EVANS: Well, sir, they were not putting 
forward to the Board st that time the capital investment 
in the railway property. 

MR MACPHERSON: Q. If you will look, Mr. Liddy, 
at statement D, sheet 1, ordinary stock dividends, 1882 
-- is it 1882 or 1883? 1882, I think? 

A. Jt seems to be 1882, 

Q. 1882, there is a statement of 5 payment of 
$341,572; that is correct? 

A, Yes. 

COMMISSIONER INNIS: Q. Is that the only one 
before 18842 

MR MACPHERSON: The only one that we have know- 
ledge of, sir. 


MR EVANS: There could not be any other, sir. 


_ The compeny was not formed till 1881. This exhibit goes 


back to the year 1881. 

MR MACPHERSON: Q. So that actually, Mr. Liddy, 
these shareholders who hed purchased this stock, according 
to Exhibit 49-49, who had purchased this stock at a dis- 
count of 75 per cent--- 

MR EVANS: Not all of them, 

MR MACPHERSON:Q.Not all of them, no; but those 
who in 1883 hsd paid $5 million for $20 million worth of 
Stock, received 3 per cent on $20 million for ten years, 
or 12 per cent on their investment? 


THE CHAIRMAN: Q. Is that right, Mr. Liddy? It 
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i put to you as a question. 

ieee Liss put tokme! As 8 question, sir. 

MR MACPHERSON: Q. Well, look at the exhibit, Mr: 
Liddy. 

A. I am in a little difficult position to--- 

Q. Just to get the facts on the record. 

A, Just to say whether that 1S) rieht ‘or note 
might say, Mr, Chairman, I did not present this exhibit 
in the rates case -- however. My difficulty, Mr. Mac- 
Pherson, is to understand -- and I do not know the snswer 
-- aS to whether or not this discount that appears here 
takes in the dividends that were in that guarantee fund. 

as -Ohs node noe 

THE CHAIRMAN: Q,. What is your difficulty, Mr: 
Liddy? 

A. There is a column on this Exhibit 49-49 that 
reads "Premium or discount on the stock", and I do not 
know whether in that premium or discount the item of 
guaranteed interest that was handed over to the Government 
was included as a discount or not. 

MR MACPHERSON: Q. Well, Mr. Liddy, I think it 
is clear enough. This stock was sold in’ 1685) “arnd totmesce 
end I am not an accountant -- it Shows the issue during 
the ae of $20 million, and the gross proceeds of the com- 
pany were $5 million. Does that not mean that the man who 
bought the stock paid 25 cents on the dollar of its par 
value and got the stock for that? 

A. Really I do not know the accounting back et that 
time, Mr. MacPherson, 

THE CHAIRMAN: Q. What was the per value? 

A. The par value at that time was $100. 

MR MACPHERSON: Q. Well, all right. Assuming that 


I am correct -- just assuming that -- the man who in 1883 
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paid $100 for a shore of that $20 million issue, would for 
ten years from 1884 inclusive receive 3 per cent on the 
par, or 12 per cent on his investment? 

THE CHAIRMAn; You are Saying the man who paid 
$100? 

MR MACPHERSON: No; the man who paid $25, my 
lord -- because that is what he paid. 

THE CHAIRMAN: I think you saia $100. 

MR MAC PHERSON: Iam sorry -- $25 for a $100 
shere. 

THE WITNESS: Yes, 

MR MACPHERSON: Q. That is right? 

A. I think that is right. 

Q@. Now, can you tell me, Mr. Liddy, looking at this 
Exhibit 190 again, whether that 3 per cent was additional 
to the 1 per cent that was declared in 1890, or in 1889, 
the 2 per cent declared in 1890, the 2 per cent in 1891, 
and so on? I am just trying to ascertain the fact. 

A. Well, if 311 the dividends that were paid out of 
this fund ere not included in prior years, I do not know 
why they would include them in Subsequent years, so my 
enswer on that assumption would be that these are 
additional dividends. 

Q. Additionel dividends. 

THE CHAIRMAN: These are what? 

MR MACPHERSON: .dditional dividends, my lord. 

THE WITNESS: That is an assumption. 

MR MACPHERSON: Q. I think that is right. Accord- 
ing to this statement and from your annual reports, there 
was $1,950,000 paid each year on $65 million paid-up stock? 

Avi Yes; hl thinketnatets miei 

Q. And that would be 3 per cent? That would be 3 per 
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A. Yes, that is what it works out. to. 

Qae And then according to your Exhibit 190 there was 
the sum of $650,000 -- apart from this -- $650,000 paid to 
them in 1889, sand $1,300,000 in 1890? 

A. M'hm, 

Q. So that coming back again to that man who had 
Pad $625 sions 23700 Ushere in 1883, he would be receiving 
4 per cent of par in 1889 and 5 per cent in 1890? 

A. I believe so, 

@. Or a return on his investment of 16 per cent 
in 1889 and 20 per cent in 1890? 

A. It apparently works out that way. 

Q. And if he had held his Stock on through these 
years when you were paying 10 per cent, having regard to his 
investment, he would be earning 40 per cent per year? 

A. 40 per cent per year? 

Q. Yes; he hsd invested $25 for a $100 share, and if 
he received 10 per cent it would be on the $100, which would 
be 40 per cent of his investment? 

A. I suppose you could look at it that way. 

Q. Well, isn't that the fact? 

A. If the same investor held the Stock throughout those 
years, that is all he paid for it, and he got that return; 
it would work out to 40 per cent. 

Q. Wow, Mr. Liddy, this balance sheet of 1885, Exhibit 
194, and the excerpt from the letter of Mr. Stephen, Exhibit 
195, comfirm that the realization proceeds from share capital 

was $29 million? 
Ae Ces isi. 
Q. And Mr. Stephen's letter confirms this, that noce 
withstanding the fact that in 1884 the company had established 
this guarantee fund guaranteeing 3 per cent, put the money 


with the Dominion Government, that the company just could not 
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Sell shares? 
A, No person had confidence in the project. 
Q. No person had confidence in the project. 
A. The company took every means at its disposal to 
create confidence, 
Q. We are not discounting what the company didsei 
am trying to get the facts on the record, Mr, CiLaays 
That is the fact, that the Shareholders on their own put 
in $29 million as of this date, they raised some more 
money by bonds, as you have indicated and es I have shown 
from the balance sheet, but actually the shareholders 
would not put in any more money, notwithstanding this 
$19,500,000 that hed been provided as a guarantee for 
future dividends for ten Years; that is/true? 
A, That is true. 
Q. So the Government had to put up further money to 
finish the railway, and dia? 
A. You mean loaned us more? 
Q. Yes. 
A. Oh, yes, they loaned us some. 
Q. And saved the situation so far as the railway is 
concerned? 
A. That is sdmitted. 
A. And at that time, I repeat, it was a railway 
company; it was a railway as such? 
Ay Thatwiserteit. 
Q@. There was not the fine distinction then between 
the corporation and the railway that there is now?. 
A. Well, the corporation had not grown. 
Q. No, I know; but I am coming to that later, you See, 
But there was not the fine distinction there; the railway 
end the long haul was the important thing at that time? 
A. Welliyethe- difficulty in my mind sisithat 2 atudoes 


eR -« 0 rseag, i g 
duq awe “ited? pe eteablodoreds enh deste. sto0t oe ate Hi 

encase Fest se). He +e ab Pane te, as wORLt te: ese ‘wh 
| | DRS” De 0% end overt woe as kbeed Ace Yonor 
etabl one ote al “Ligwest ase toast Gone tad 9ag! see 


ae 
4 
FS 
- 
iw 
ia 
© 
eto 
> 


nagt St ihe weaiansh Jyanon: stom ae “ae tug yor pivow an ue AS 
so snguletdkm 6 6 bebtvore ged’ Bad Yad 000,008,008 | | 
faucet? aly CaN? LPT eey tas qo aboeaty Lb enysyt ay L 
| vourst at dont eA | 
at Yoram (angio l Gr oeg os DS + Preemie rae ‘orit of 8 S “5 
chnh fee gewkhia end detagt 7 

OTOH By boreal. rae BOY oh | | 
Sh eae Be ny (cea ue a 
,s00a Be paness oud aay .20 A > a 


Ob. GOLes i nee | arte pevea bod. «2 


at 
eH 
> 
; 
‘e 
Sole 
a) 
r 
= 
& 
- 
<3 
c 
4 
i , 
a 


- *hertgaonas 
hottinbe al tel? 0A : 
qyewites 6 ane Gh yeoeqer-1 ) leots. eee whe bed of bcc 
tdoue as vows ves ane ht wmegrag ny ae 
7 fo gent ree: We | 
favdad teat agit: REO ely ereat' s te qe i artes P : ts ih 
Men ab @tan7 s6rig. yankiar ont hice wondercgea aris | 
gn date Bad nokvemoqwah syd rer ‘hil 7 
Of. oy Hered $erid oF serdingo: 1% ft sid were m” itt ca rr 
wowlice ait .ersda notonelgad DY Ort, ddl aig $0 sow, g | 
itd Wade ga amber aes pregeey ‘and nate tart santo | 
ae th Uk dere at brekis ter mt Wives? ne oe ak We sh 


7 oo 


RND 


~17148- Mr, Liddy, cr-ex. 


not exist there cannot be a distinction, However, I 
understand what you mean. 

Q. And you ogree? 

a, 6«|OUORS yes. 

Q. There was no more ordinary stock sold, according 
to your Exhibit 190, until 1903; I think that is right? 

MR EVANS: Mr. MacPherson, would you put in as 
an exhibit in this case, so we will have it before the 
Commission, this Exhibit 49-49 in its entirety? 

MR MACPHERSON: TI will be glad to do that, | T-fed 
assumed, perhaps wrongly, thet it was in before, Mr. Evans. 

MR EVANS: Not in this proceeding. 

MR MACPHERSON: I will file it. TI have only the 
one ‘copy here, but I will be glad to file that, because I 
think it is a simple woy, as Mr. Evans Says, of having all 
the facts together. It is sponeantt es have iv in, 

MR EVANS: Because this question of discount anda 
premium is all set out there, and there is a net 
premium of $78 million and not a net discount when all 
these transactions are taken into account. 

MR MACPHERSON: I will deal with that later too. 
There were certain adjustments made. I am Simply at this 
Stage--- 

MR EVANS: Not adjustments; that was a net 
premium. 

MR MACPHERSON: Well, it is a net premium. I do 
not want to discuss the matter particularly now; I will 
come to it in due course. While it is a net premium, there 
were certain adjustments, and there were certain adjustments 
involving land surpluses and so on, as my friend well knows. 

THE CHAIRMAN: Well, the present question is, you 
will put in copies of this exhibit? 

MR MACPHERSON: I have only this one copy here. 
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THE CHAIRMAN: We will make it an exhibit here, 

MR MACPHERSON: We cen mark it. Perhaps I may 
use it in the meantime, and probably substitute later for 
it another one. I think everyone has one, anyway. It 
will be Exhibit 196, 

MR EVANS: And if I con find extra coples  ) wi iy 
be glad to supply them. 

THE CHAIRMAN: What is the number in the case? 

MR MACPHERSON: It will be Exhibit 196, my lord, 
end it was Exhibit 49-49 in the 20% Case, 

---EXHIBIT 196: Balance sheet segregating railway 

_———<CO MX penditure at Dec .31,1947, and 
analysis of Profit and Loss 
account, with memorandum and 
Supporting statements. 

(Exhibit 49-49 in 20% Case). 

MR MACPHERSON: Q. And, as I have said, there 
wes no further money put up by the ordinary shareholders 
until, «19032 

Aan Tastes rien. 

Q~ (ebhaGibs to say, It was not until the company 
wes established--- 

A. There were preference shareholders. 

Q. Oh, I am coming to that; but the ordinary share- 
holder -- there were no sales made of ordinary stock until 
1903? 

A. No additional sales, that is right. 

Q. No additional sales. There was preference stock 
which was sold at 1893 or 1894 -- was that when it started? 
109850 beth ini? 

Ag Theat Ls rigar. 

Q. And there were sales in preference stock which 
up to 1903 amounted to $324 million? 

AsV ei CS huis. 


Q. But of the ordtinary stock there was none sold at 
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all until 1903? 

A. No additional amounts. 

Q. No additional smounts, 

COMMISSIONER INNIS: Did the preference stock 
carry 4 per cent? 
MR MACPHERSON: 4 per cent, yes. 

Q. Then there was from 1903 until 1914 4 great quantity 
of ordinary stock Sold; as a matter of fact, from 1902, from 
the end of 1902 to the ena of 1914, there had been sold in 
common stock $195 million; from the first of 1903 to the end 
of 1914 there was an increase in ordinary stock of $195 
million? 

ae inate ls rienG, 

Q. Now, while the shareholders hed put no money in 
ordinary stock from 1885 until 1903, looking back to your 
railway property investment column, the net railway property 
investment had increased from $160 million in 1885 to $319 
million in 1903? 

Be * Yes, sir, 

Q. And in 1914, to bring it up to the period where you 
had increased your common stock to $260 million, your net 
railway investment had increased to $7649 

Ae te Tate Sree. 

Q. Now will you come back and look at Exhibit 190 again, 
In 1885, as I have said, the shareholders had put in $29 
million? 

err “Ga sie 

Q. In cash. And their property investment was $160 
million? 

A, Well, subject to liens on it. 

Q. That is what you show it as, Mr. Liddy? 

A. Yes, but you say that the share--- 

MR EVANS: He is right. 


et tee “seat 


‘teeny ¢ HkOL Diet eOel oss aay oat + sie 1 


ot .Soer ‘wort . Feet ae tedster a5 hed yoove wrenibro To 

“at hee steed 7 asad’ aor 2, SPs se eat SOCL Toba ead 
7 Ci Ro Fai. PH 7 Metl -oot ta BOL? toate OED 
iglt “tp wieGiA eR ft eestor Se maw stots MEOI ‘xo 


haan ; } ‘aa 
oe wie oe SmcikEEto a 


v ¥ : uot 
ai = * ae he [ 
steph et 2aelt x A 
: oa tie Sexi euobloioveds oid aie wad 9p 
Ny ¥ oe See ee = Fi a 


ion dosh. SA aoota yreatbto ‘ 


¥ 1 ie ae ¢ & Be Sp y > oy a “ ms ps 
4 rs 4 
as ie at we | ANS) Sie ibis ce be are Teg Firs eaverl BA aes ty OILECS youliss 7 
cme Ne em PNR Taree cs " ~ : 
¥ r Meare , x cee a 3 { = Sees ; i 
an ‘ Son) a OnLy Coe aed (Dae sion. aah strendtiaoviat 
a - s tear ten a ae y : 
a 
ane % BT - 
eeonr nt mohiiin \ 
Me 
y 
e"be ,aot- ah 
. ‘ 
’ id ot . ‘ ath fh ane a. Sow 
sit, SP a suiae tee ‘eth Shidy oo at st ou is es. iy BM Hata ‘ 9 r 
* 5 ’ a 7 ¥ = a - Bi 
aces segiidts Gost oat xensc2 Seenel Soy wees exon. bed 
eaov? of Socseruert eat daemesvnl Yeuiser 
* ~ . a ® , TT ? Ay 
Saez et Jen’ > ok Yi 
: Oar o 2a tie £8 MOOL Ofte Me 24 fh Loe {itw wou sD +" 
a + St PP PN ae ae so % Pr ; 


> 
Zz 
fA 
a 
BS 
a 
ee 
te 
he 
ic 
we 
Ss 
Se 
Is 
& 
= 
$ 
t 
hs 
“3 
+ 
* 
ext, 
5 ad 
Pi 
a 
es 


fen ovet Ten) 682 af 
oe Saoiiita | 


iw wees nt vA 


Vita eow tnoudecvet wetedowy “lene Sak eso “er «G 


+ 


{ } . SeoLiita 
at we ecert @ tostdue fie aa 
oF, Soot at satit 


% 
< 
aay 
< 
ean 
Pe 
oye 
- 
— 
- 
ang 
= 
= 
bei) 
‘4 
a 
eae 
~. 
> 
tax, 
fa 
oY 
oa 
Ce 
a 


. co -gtain ace ogy Yee VOY dud ‘ nov yA 


, See in ai of EMA, aia ZA ~~ : 


-L7151- Me bday, scneex: 


MR MACPHERSON: Q. Yes, subject to liens on it; 
and these liens amounted to bonds, notes and equipment 
obligetions of $52 million? 

Ae Whatua right», 

Q@. Theat is, the capital and the debt amounted to 
$81 million, and your road was $160 million, your road 
investment was $160 million? 

Dee) That, dserdicht. 

Q. The difference is $79 million? 

A. I will eccept that figure. 

Q. Which agsin would be explained on the balance of 
the 1885 balance sheet by donations from the Government of 
Canada in the form of cash or land and moneys received 
therefrom? 

A. Well, land would be only the smount sold. 

Q@. Well, donations of money? 

A. Yes, 

Q. .nd you accept that term "donations of money" ? 

A. Well, that is subject to the terms of the con- 
tract, whatever that legal entity may be, 

Q. Well, in this Exhibit 196, on the very first page 
of your split balance Sheet, statement A, you will see on 
your liability, "Donations and grants, $78,493,416" 9 

A. That is right. That is the annotation we use 
there. They may not be exactly donations and grants in the 
ordinary sense, but the contract obligations are well known. 

Q. Yes, the contract obligations are well known, and 
the contract obligation of the company was to forever 
efficiently maintain, work end run the Canadian Pacific 
Reilwey; isn't thet right? 

A.  Andbubid sitatoo< 

Q@. Yes, surely. 
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Q. And efficiently maintain, work and run it? 

A. Theat Ts irient: 

Q The railway. 

A. I might say, Mr. MacPherson, that a clear under- 
standing of donations sand grants can be had from looking 
at our Government Report rather then Exhibit 49-49 or 
whatever the new number may be. Looking at Exhibit 183, 
we set all that out in a footnote to the balance sheet 
describing the various--- 

Q. Exhibit 183? 

A Vee, Exh? prt '183, 

Q. Well, we will see before I am finished whether it 
is ell--- 

A. It is Schedule 4, footnote, a note to Schedule 4, 
which is the balance sheet. It sets it all out there, 
Showing the Dominion Government grants under the original 
contract, main line, expenditure on lines turned over, ond 
SO on, 

oO. PActuslly, Me. Liddy, this sum of $16,236,000 thaz 
I have referred to, and the dividends that were paid to 
these holders of ordinary stock to the extent of $65 
million, were paid out of capital, certainly with the 
approval of the Dominion Government, but they were paid 
out of capitsal? 

A. Would you read me the first part of that question, 
please? 

(The reporter read the question). 

I do not think you want to let that question ride 
just the way it is, Mr. MacPherson. 

Q. Well, is that so? 

THE CHAIRMAN: ~Q,° Louder, Mr. Liddy.) =f di@ nog 
hear what you said. 


A. I was suggestilng to Mr, MacPherson perhaps he 
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should rephrase the question, 

MR MACPHERSON: Mr, Evans has pointed out to me 
-- and I want to be fair in the matter -- in the statement 
that I have put in there ig $3,200,000 of interest. The 
total amount paid for dividends was $19,500,000, but of 
that amount $3,261,000 was interest allowed by the 
Dominion Government. That is right, Mr. Evens? 

THE CHAIRMAN: Interest was what ? 

MR MACPHERSON: Was interest allowed by the 
Domnnion Government, my lord. 

THE CHAIRMAN: Allowed? 

MR MAC PHERSON: Allowed, yes. You see, the money 
was on deposit with them, and they allowed 4 Der .cent.. so 
that the net amount advanced by the railway was 
$16,238,288. That is right, Mr. Evans? 

MR EVANS: That is what your statement shows. 

THE WITNESS: Now, your question, Mr. MacPherson, 
is, is this $16 million taken by the Canadian Pacific as the 
cost of property? 

MR MACPHERSON: I am coming to that question later 
on. 

Q. But in the meantime, if it was not paid out of 
capital--- 

THE CHAIRMAN: What is the figure? 

MR MACPHERSON: This $16,238,000, my lord. 

THE WITNESS: Yes, it was paid out of capital, 
according to my understanding. 

MR MACPHERSON: Q. Then is it included in the 
$160 million? 

Bun . Chink tere 
Q. And it has been carried right through from the 
start to the end, $1,021,000,000, that $16 million thet was 


paid to shareholders? 
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me i Delleve that is right. 

Q. And inyour suggestions to the Commission as to 
being what you are entitled to a return on, you seriously 
urge to the Commission that you are entitled to a return, 
for instance, on that sum of $16 million which was paid as 
dividends to your own shareholders out of capital? 

A. Well, we look upon it, Mr. MacPherson -- yes, my 
answer is yes. 

Q. Your answer is yes? 

A. We look upon it, Mr. MacPherson, as the cost of 
building the railway. There were peculiar circumstances at 
that period of the company's history, in which it was 
necessary to meke inducements to any person to loan Use. 
dollar, This Canedian Pacific Railway project at that time 
Was castigated as a project that would never earn its axle 
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(Page 17157 follows) 
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Q. I have heard that. 


A. And it was necessary for the Company, in order to 


get any funds at all, to resort to any means it could to 
induce people to buy our stock. 

Q. For the purpose of building a railway? 

A Yes. 

8; Because you will understand that, coming from the 
part of the aes that I am coming from I am interested 
in the railway as a railway, and in the long haul in 
particular, and these were the two things that the Govern- 
ment of Canada had in mind, isn't that So, in your opinion 
at the time this was all done? 

feet We Lac probably, yes, itiissinimy minds buts iis 
MacPherson, I am an accountant, and interested in figures. 

Q. Now,withthis Exhibit 190, you also file an Exhibit 
181, I think, Mr. Liddy? 

A. )Yes, sir. 

Q. And Exhibit 181 gives the details of investment 
in railway property? 

AY oVYos,h Sire 

Q. And we have just been dealing with this item of 
$16 million too. The guaranteed dividends, that is in- 
cluded in the $1,271,000,090 that is there. 

Any oThnati is right. 

Q. That is included there. Where would that be 
included, can you tell me, under what detail? 

A. Whatever the particular projects were constructed 
up to that time they would - - 

Q. Well, the particular project here, was paying 
your shareholders 3%. 

A. Well, whatever projects had been built with the 


money we got. 
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Qe  L'm curious: Would you charge a portion of the 
$16 million to Power Plants for example? 

Av tee Dhak, SO. 
A portion to roadway buildings? 


Yes, sir. 


cD) => ©) 


How would it be distributed? 
A On a pro rata basis. 

Q On a pro rata basis? 

A. Yes, an overhead. 

Q An overhead? 

Ao) An Overnedd cost ; that is right. 

Q. Even although the shareholders got the money, it 
was treated as an overhead cost under the circumstances? 

A. Well, the Company had to put it out. 

Q. It did not avail them anything. 

A. But we did not make any earnings to pay the divi- 
dends. Where else could we charge it? 

Q. Could you not make some adjustment now and charge 
to surplus? (you have built up a substantial surplus) 
instead of putting it in the Railway Investment Account 
and asking for a rate of return on it? 

MR. EVANS: That is a legal question, Mr. MacPherson. 

MR. MacPHERSON: Well, an accounting question too. 
I am asking him as an accountant now, not as a lawyer. 

THE WITNESS: Well, suppose we did that, Mr. 
MacPherson, took the negatives out. Wnat are you going to 
do about the positives? 

THE CHAIRMAN: Q. About cost? 

A. Well, there are some things that are in here less 
than cost. There are some things probably here more than 


cost, just as Mr. MacPherson has been describing. He suggests 


hes 


foe 
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to me that we take only those things less than cost. This 
has been an historical cost of our road Property. ie ie 
all this Exhibit 181 sets out to do. 

MR. MacPHERSON: 9. Now » when you take this 
Exhibit 181 which shows details of investment in railway 
property, there is, for instance » included in that your 
land surplus account? 

Ae NO. 

Q. That is not there? 

A. No, sir. 

Q. Are donations there? 

A. Yes, donations to the extent that we, with the 
donations, we built property. 

Q. With the donations you built property? 

A. Built the railway and so on. 

Q. And you are asking for a return, of course, (aq) 6 
understand it, on the money and the proceeds from the land 
that was money, that you put into property? 

A. Yes, all this property here represents investment, 
and we are simply asking that a return sheuld be made on 
this investment. 

Q@. Should there be a set-off as against this $1,271,000,000 
of your depreciation reserve? 

A. .Oh, yes, we have set it off. 

Q. Where is it set-off here? 

A. Well, it is not.net investment; it is the state- 
ment of gross investment. 

Q. Well, your gross investment. Your gross invest- 
ment is $1,271,000,000? 

Aw Yes» 

Q. And your depreciation reserve was$340 million at 


1948 I think? 
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MR. EVANS: He gave all that in chief , the 
working capital figure. 

MR. MacPHERSON: Their working capital figure of 
$70 million. That is right. 

THE CHAIRMAN: How do you explain this difference 
between the two results? The one in Exhibit 190, net 
railway property, is $1,021,000,000, and Exhibit 181 shows 
$1,271,000,000? 

MR. MacPHERSON: That is what I was going to get 
him to explain, my lord. 

THE CHAIRMAN: I see. 

MR. MacPHERSON: Q. Actually, Mr. Liddy, this %s 
@ gross figure here of $1,271,000,000? 

Segelaat), 28 Piene. 

Q. And to reconcile that with $1,021,000,000 as you 
have it here, you take certain items into consideration? 

A. Yes, I will repeat them just at this stage for 
the record. As at December 31, 1947, our gross investment 
in railway property as shown in Exhibit 181 totalled 
$1,271,99),000, and to that we ada railway working capital, 
which is not represented of course in actual property, 
outside of materials such as supplies, we add $70 million. 
That gives the figure of $1,341,991,000. From that figure 
we deduct our railway depreciation reserve totalling 
$340,653,000 giving a net depreciated investment base of 
$1,001,000,000. 

MR. MacPHERSON: You see, mw lord, what he is 
taking is the end of 1947. End of 19448 gives $1,021,000,000. 
It is the end of 1947, which in turn :reconciles it to 
Exhibit 49 - 499 

THE WITNESS: That is rights. 
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Q. Now, in that $340 million that was taken as 
depreciation reserve, Mr. Liddy -- 

A. $340 million? 

Q. $340 million. 

aA. “Yes, siy. 

Q. That was really an adjustment in depreciation back 
to the time that Income Tax started in 1920? | 

A. Yes. 

Q. Let me ask you this. Did the Income Tax Department 
take 100% of depreciation each year? 

A. Of our depreciation? 

Q@. Yes. 

A. Yes. 

Q. They did. And did the Income Tax Department take 
up depreciation on acquired lands? 

A. They took up this total amount. 

Q. From 1920? 

A That ts right. 

Q. But, before 1920? 

A Well, that is when the Income Tax became 
applicable to the Canadian Pacific, the first two years, 
1918, 1919. 

Q. Applicable to every - - 

A. The Government passed a special Act assessing the 
Company's special taxation. 

@. And Income Tax had become ap»nlicable to everyone 
Ih Ole. think it wae. to the individual? 

A. To the individual and to the Canadian Pacific. 

Q. Which has grown with the years as the Canadian 
Pacific has grown, income tax? 


A. Yes, sir. 
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Q. No, Mr. Liddy, prior to 1920 you have not in 
this column, Net Railway Property Investment, reflected 
any past accrued depreciation (that is, Exhibit 190), 
past accrued depreciation before 1920? 

Be Orne nO, 

Q. You have reflected there the depreciation reserve 
that has been established to cover the period from 1920 
on? 

A. Yes, together with the adjustments we made. 

Q. Yes, with the adjustments you made, I know, but 
from 1885 to 1920, there is nothing in that column indicating 
any provision for depreciation? 

As No; but you understand, Mr. MacPherson if you 
refer to ny evidence-in-chief- that we made heavy and 
Substantial credits and adjustments ts our depreciation 
reserve which far exceeded the depreciation from 1920 to 
1948 or 1947. TI will repeat the figures for your informa- 
tion again. For example, we credited to the reserve 
$54 million of charges made to working expenses prior 
to the adoption of depreciation accounting, and we hawe 
also credited $164 million special appropriations from 
profit and loss, since the time of the adoption of 
depreciation accounting. Those two amounts total 
$218 million, which compares with the depreciation cha:rged 
Since 1920 of $122 million. 

Q. Well, let us not confuse it, Mr. Liddy.” The frace 
is that in adjustments of Income Tax there was 2a certain’ 
adjustment of figures over the years, isn't that righ? 

Arve st 

Q. And all these figures that you have now given were 
washed out one way or another in coming to the figure of 
$340 million which was taken as your depreciation reserve, 


from 1920? 
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A. But the Income Tax Department are concerned with 
less than half of that, that is my"polnt. SEMdid@not attend 
to confuse it. 

Q. Well now, you Say that the Income Tax Department 
are interested - - 

A. Were concerned, 

Q. Were concerned in less than half of that $340 
million? 

AS SThareis rights 

Q. And that only applies to the period from 1920 to 
date? 


A. The $340 million? 


Q. Yes. 
AGS No. 


Q. Well, what portion does that $340 million cover? 
A. The $122 million that I described as charges to 
working expenses less retirals, appertained to the period 
Since the adoption of depreciation accounting. 
That is right. 
$122 million. 


oOo YT, 6 


That is 1940 4 19429 

A. Yes, and I thimk there are some inland steamships 
in 1934, I think. 

Q. But the bulk of it was from 1940 - 1942? 

A. Yes. Now, the other amounts were adjustments, and 
Some of them of course were of interest to the Income Tax 
Department because we had charged out during those years 
depreciation in computing our Income Tax. So that taking 
altogether the $340 million that we have in our depreciation 
reserve, it amounts to a very substantial part of our 


total depreciable prope:rty. From the figures I gave (I can 


oe 
. bez ple Ae 


QUES: Ses. nlp Ma neta: eel: ‘md? Sower< ooarew: 19) ly | i A 


A “gest ote Vy, 


nn a” 


at . 
: i tigi: ea apa i a 
ot -OS¢ wo: kolen oat: OF. Bz Li utgs . ZhsiG A Spade Sia al le a ; | ¥. i 
/ ‘i wy ‘ : | | . i mi, 
a gine-P EL tor ONE Rs ORY w AL \ 


A 
Boy! 2 
ee at peel ng) OK: .A 

2 


POU Og: fine im OstG- game 6o0b, co lunogd IP Th » fiew. : 
8 tee: paeeeee shy 1: 1eN2 ee iim SBLG* oc: A 


E29, QO Tae band Priogge .alcety ers Ghat: ORs aeqne ie afl 


(GHieiaean: date stoorqad teinoneebe ony. sorte: 


TOES ROG, SHE ovseldy sertoaty 1. brea RAL A 
| Mestdd: Ti. BEQL mb 1 

sagt “one ine caw Ft Tote act yee O19 

8 60a amd Be era ‘ed recme: nse otf Wel ee Rs 
wor: Smoot’ eght: ag deereda: re. ate Paae MOG: o. madd '%. amos | 
si BOM athens, Sikes isi able tasiel i vaseopssttanides 490 
salted 2edac Om -REPP Smoot Lica sere nt ga OmER 


0 a Roane am ot sprisaet 


ag - 


t eile; MS! pas oe 4 raaatanniel| 


iva | - i Pas lia 


SLO = Mr. Liddy cr.ex 


turn it up) it was 47%. 
Q. Did you make these adjustments - take your annual 
report of 1948? 
Aas Sass ts 
Q. On page 10 we will read the Profit and Loss Account 
paragraph; - 
"The profit and loss balance at December 
31, 1947, of $279,123,961, was reduced by the amount 
of the 3% dividend on Ordinary Stock, $10,050,000 
which was declared after the close of 1947. 
The attention of the shareholders is drawn 
to the transfer of $88,568,940 from profit and 
loss to depreciation reserves. Prior to LOS se= Gen 
(You had better follow and see that I am reading it properly, 
Mr. Liddy.) 
"Prior to 1933, your Company accounted 
for changes in property only at the time when 
the renewal or retirement took place... ine. 
year, accrual of depreciation was commenced in 
respect of steamships and later progressively 
for other classes of depreciable PYODSYTiVey eeu 
addition to provisions for depreciation made 
from annual income, certain transfers of avail- 
able credit balances and amounts previously 
appropriated from surplus have, from time to time, 
been made to the depreciation reserves, which at 
December 31, 1947, amounted to $324,478,772." 
Then this is what I want to emphasize particularly:- 
depreciation 
"On the other hand the accrued/at that 
date as shown by the depreciation reserves, 
computed on the basis approved and recorded by 


the Income Tax Department, which include 
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depreciation of accruals from 1920, amounted to 

€413,047,712. As the depreciation methods now 

being followed in the corporate and Income Tax 

records are identical, it was deemed desirable 

to bring the accumulated reserves also into 

agreement." 

That was the anmal report of 19489 

A. Yes, these are corporate figures that I mention 
throughout here, of course. 

Q. Corporate figures? 

A. They are not railway figures. 

Q. Again you have the distinction that exists as 
between corporate on the one hand, rail on the other? 
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=-— Oneresuming : 
MR. MACPHERSON:  Q. Mr. Liddy, “lahad 

referred to the Land Surplus Account; and I think under 
the Exhibit 49-49, which is now in 196, the Land Surplus 
Account was set at $98,200,000. It is right on the 
first page, Mr. Liddy, statement A, $98,279,0009 

A. Yes, that is before any write-offs from the 
land surplus, I take it. 

Q. It is carried in the non-rail enterprises and 
investments? 

A. Yes’ 

@. As a liability, $98,200,000 oda? 

A. That is adding back, I think, all the appropriations 
that were made from the land Surplus. 

Q. Adding back all of them? 

At Well, I know the land surplus is not $98,000,000 


Q. What is it today? 
A. Around $65 million. 


Q. Well yrMpy “idddy. m 

A. I will give you the land surplus. 

Q. It is in the Report. Can you tell me how much 
land was actually received by the Canadian Pacific 
Railway in acres? 

THE CHAIRMAN: You mean from the governments? 

MR. MACPHERSON: From the Government of 
Canada. 

THE WITNESS: Well, there was an original grant 
of $25 million, and there was $6 million odd surrendered 
of that account to meet some obligation that we had to 
meet with the government; and then we acquired some 


land, with other railways, that we had leased or acquired... 
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Q. Do you know how much that was, Mr. Liddy? 

As Not exactly, but I think it’ brings Wt pack 
Somewhere around the $25 million or $26 million level 
again. 

2 This might help you, Mr. ret Page 89 of 
the Duff Report shows that at December 31, 1931, the 
lands granted from the Dominion were 24,953,133 
acres, and from the provinces, 10,611,846, or a total 
of 35,564,979. 

Then I want to quote from a speech made 
by Sir Edward Beatty at the HolateinsRrieatan 1 Tosenee: 
on the 5th of February, 1936, in which he refers to the 
Surrender of six million acres to the Dominion Government 
for a consideration, and other land dealings. He said: 
"6,793,014 acres returned for a cash 


consideration of $10,189,521 --" 
MR. MACPHERSON: My lord,* that’ 1s, of the 


e5 million acres, 6,793,000 were Surrendered for 
$10 million in cash, taken in its stead from the 
Dominion Government. 


"Subsidiaries got 6,139,963 acres from the 


Dominion, but at the time the subsidiaries were 
acquired by the C.P.R. they owned only 2,235,145 
acres," 
Q. That was his statement, Mr. Liddy. 
COMMISSIONER INNIS: Those subsidiaries are 
included in what was referred to as "Provinces". 
MR. MACPHERSON: Yes, my lord. 
COMMISSIONER INNIS: All western provinces? 
MR. MACPHERSON: I am sure it is all western 
provinces, but -- 


THE CHAIRMAN: When was this? 
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MR. MACPHERSON: This was made -- 

THE CHAIRMAN: The only western provinces 
in those dayswere British Columbia and Manitoba. 

MR. MACPHERSON: That is right; but these 
western provinces were at one until 1930; Alberta and 
Saskatchewan did not have their resources, so they 
could not alienate any land in that connection. 

THE CHAIRMAN: Manitoba did not have them 
until 1930. 

MR. MACPHERSON: 1930, I think that is correct, 
my lord, but British Columbia certainly had alienated 
lands. For instance, in the cross-examination of Mr. 
Jefferson, the Commission will remember my examination 
in connection with the British Columbia Southern and 
the acreage taken over then. 

COMMISSIONER INNIS: I was wondering whether 
the reference to the provinces was perhaps inaccurate, 
and whether that was not land granted by the Northwest 
Territories or the Dominion. 

THE CHAIRMAN: The Territories would be a 
Dominion grant. 

MR. MACPHERSON: That is right. 

THE CHAIRMAN: I think the word "provinces" 
really means British Columbia. 

MR. MACPHERSON: If further information can 
be, obtained I will obtain it. 

THE CHAIRMAN: Unless we find that Ontario 
and Quebec made grants; some subsidiaries may have 
had grants. 

MR. MACPHERSON: It gives a breakdown at 
Page 89. 

MR. COVERT: That is of the Duff Report. 

MR. MACPHERSON: Page 89 of the Duff Report. 
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It reads: 


"In addition to cash and guarantees of 
securities, immense grants of land were made to 
railway promoters by Dominion and provincial 
governments, as follows: 

Dominion ............. 31,781,847 acres" 

THE CHAIRMAN: That is not Ondiys Os Pe Ree 

MR. MACPHERSON: No. 

Ove corte . Mitts vn 160,000 acres 

New Brunswick’: .. sve... 1,7885392 : 

RUNS Cig is clatete ls ibiats «is sll 2085610 , 

RUE STOR Freel sly sae o's Qe 207 Y 

British) Columbia rar: 8,233,410 i 


DOTA, oes «U4 fy 2905 500 ; 
MR. COVERT: That is both railways. 
MR. MACPHERSON: That is for all railways. 

Q. Now, Mr. Liddy, have you any idea how much 
was realized from these lands by the Canadian Pacific 
Railway Company? 

A. I think our Land Surplus indicates that. 

Q. that ‘ismwhat. is left of it? 

Be I am looking at Exhibit 49-49 in the 20 
Per cent Case, now Exhibit 195, I think, in this 
case -- The $98 million I spoke of is set out on 
Page 5 of Statement A, and it shows the land surplus 
by our Annual Report as $60, 722,000. 

Q. That is land: surplus? I am asking you 
this question, Mr. Liddy, can you tell me what was 
realized by the sale of lands or mineral rights? 

A. No, I haven't got this broken down. 

MR. EVANS: Do you want the gross or net 


figure? 
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MR. MACPHERSON: The gross figure, 

THE WITNESS: No -- 

MR. MACPHERSON: Q. Is there any analysis 
of that in existence, that you know of? 

Ne Not that I know of. 

Q. Not that you know of? 

A. But it does include any coal and oil rights, 
and anything like that that have been realized. 

THE CHAIRMAN: What is that? 

MR. MACPHERSON: Coal, oil and gas rights. 
and mineral rights, that went with the land. 

THE CHAIRMAN: Is it understood in all cases 
that the Crown did grant mineral rights along with the 
land? 

MR. MACPHERSON: Yes, my lord. 

MR. EVANS: My friend is generalizing... 

THE CHAIRMAN: Take for instance British 
Columbia, did it grant the rights? 

MR. MACPHERSON: I could not undertake -- 

My impression and my belief is that in the Prairie 
Provinces the mineral rights went with the surface rights. 
I think that is correct. 

MR. EVANS: I assume so. 

THE CHAIRMAN: In the case of the C.P.R.? 

MR. EVANS: Just as an example, from the lands 


granted to the Great Southern British Columbia Railway, 


from the province to that railway, fifty thousand acres 
of coal land were ceded to the Dominion, So that it 
is pretty difficult to generalize, and to say that we 
got all the lands with all the minerals. 

THE CHAIRMAN: I think it worthwhile looking 


into that, Mr. MacPherson. 
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MR. MACPHERSON: I will, my lord, 

THE CHAIRMAN: To see whether the Crown 
retained any mineral rights. 

MR. MACPHERSON: I will, my lord. I would make 
this observation in the first place that the 
cession back to the Crown of fifty thousand acres in 
British Columbia of coal bearing lands would 
indicate that in British Columbia, as in the Prairie 
Provinces, accompanying the surface rights to the lands 
would be the mineral rights as well. However, so that 
we can have accurate information for the Commission, I 
will get that for you. 

In connection with this Land Surplus Account, 
the interest on that account, whatever it may be -- 
$65 million, I think, according to 1948, you say -- 
the interest .is credited.to other income? 

A. If we have deferred payments, for example... 

Q. Agreements for sale of land? 

AY Thatsis wight....,im.whieh.the purchaser egreces 
to pay the interest on the principal that is outstanding. 

Q. And you have a considerable quantity of that? 

Pe Well, it is going down every year now. But that 
is a financial transaction, that we made to the sale of 
land; we took it out of our Land Account, and now it 
becomes a financial transaction, and we take it into 
our corporate income. 

Q. That again is a distinction between the 
corporation and the railway as such? 

A Yes. When the sale is completed it goes out 
of the land account and becomes a financial transaction 
of our other income endeavours. 

THE CHAIRMAN: @. You say when the sale is 


completed; you mean when the sale is made, when the 


contract is entered into. 
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A. Meat is Pighnt, -sir. 

MR. MACPHERSON: Q. When it ceases to become 
realty it then becomes personalty, I Suppose. Then the 
interest received goes to other income? 

fk That is right. 
But that only started in 1940, did it not? 


Eecon't Know. 


o - © 


: I suggest to you-- 
THE CHAIRMAN: You are talking of interest 
received from the purchaser? 
MR. MACPHERSON: Yes, deferred... 
THE CHAIRMAN: What about principal received 
from the purchaser? 
A. We take it out of the Land Account when the 
Sale is made. 
Q. The whole thing becomes an outside transaction. 
ie That is right. If by any chance the purchaser 
is not able to meet his payments, and we ° re-purchase 
the land, we take it back into our land account again, 
MR. MACPHERSON: Q. If I buy a section of land 
from the Canadian Pacific Railway in Saskatchewan -- 
say I bought it two or three years ago -- and I want to 
pay it off and obtain title. . . we will say there is 
principal of $1,000 owing and $200 interest owing. . . 
would the $200 interest go into other income? 
A. ves. 
ce What happens to the $1,000? 
A. Well, that is closed. out.in the Jdand account: 
You see the land account consists on the one hand of 
an appraisal of the land. It may be valued at -- 
what figure did you say? 
Q. $1,000. 
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AY Well this partieular parcel of land may be 
valued at $1,000, and you sell it for $1,000; the two 
Sides cancel each other out. 

Q. It does not go into the railway account? 

AM Oh; nox 

GF But the $1,000 cash that I pay on account of 
that section as principal, that/ goes near any railway 
account? 

RY No. 

Q. And the $200 that I pay as interest, that 
never goes near any railway account; that goes into 
other income. 

A. Unless we have to lean on other i income; 
that is lean on your $200, as we have had to do many 
years, 

Q. We will probably hear about the leaning later 
on. In any event, the fact is that in 1939 bs 

THE creT ARAN) ASE about your investment 
of that $1,000? How does it affect your investment 
PLeuUre? 

A. Our railway property investment? 

. Yes, your net railway property investment. 
No, sir; it was never in there. 


It was never there? 


we 3 te 


Never there. 
MR. MACPHERSON: Q. You deal with that in 
a separate compartment dealing with Land; the net» result 
of which is represented by the Land Surplus Account? 

A. Entirely separate. That is one of the reasons 
we call our balance sheet the General Balance Sheet. 

Q. Because you did ae use rail, on the one hand oa, 
you segregated the land, and the proceeds from it in 


any form were segregated completely from rail? 
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A. We have separate accounting for it, except 
when we use money for land purposes and then lose it. 

Q. I beg your pardon. 

A. . Except when we have used money for land 
U purposes and theneitois-lost., 

Q. Of course, you are a rail company, established 
as such, and one of your obligations is to maintain and 
run a railway}? . 

A. Efficiently forever. 

Q. Mr. Liddy, in 1939, according to your Annual 
Report of that year at Page 35, the interest on deferred 
agreements was $505,000; in 1938, at Page 35, it was 
$735,000. 

THE CHAIRMAN: Would you please repeat that? 
MR. MACPHERSON: I am pointing out this 
item of interest on deferred agreements is a sizeable 
matter. In 1938 it was $735,000 and in 1939 it was 
$505,000; and from 1940 until 1949 we have no word of 
it, because it has been taken by other income since 
that date. 
THE CHAIRMAN: Taken by other income? 
MR. MACPHERSON: Credited to other income. 
THE CHAIRMAN: Where was it credited previously? 
MR. MACPHERSON: To this Land Surplus Account. 

Q. Is that right, Mr. Liddy? 

A. I think that is right, Mr. MacPherson. 

Q. I think that is right, but we want to be sure, 
Up until 1940 the interest was credited to the Land 
Surplus Account, and then in 1940 there was a departure 
and you started taking this interest and crediting 
it to other income? 


A.q .I think that is right. 
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Q. Let us see the Annual GB ers far as land 
is concerned. This will be of interest in that it indicates 
other earnings from land. In your 1930 Annual Report, 
at page 28, you show miscellaneous earnings from land at 
$1,237,718, and you give particulars of these: revenue 
from coal iene in Alberta, $346,768; revenue from gas 
rights, $347,692; revenue from all rights, -- these are 
all in Alberta, Mr. Frawley -- $543,318, or a total of 
$1,237,718. Is that correct, Mr. Liddy? 

A. Where are you reading from? 

O Page 28. My note is 1930, miscellaneous 
earnings. I am sorry, that is not the right page. 

A. I will accept your figures subject to check. 

Q. Subject to check. I may have given you the 
wrong page. There it is, page 28: petroleum rights, 
gas and coal lands. That is correct, from the Annual 
Repore., Mr. Liday, 

AS ~eo. Lio etwas NOU Vieht, .c, Will cornecu lus 

Q. From 1930 on you have not given particulars 
in your Annual Report of these miscellaneous earnings, 
but in 1948, at page 30, of your Annual Report, you show 
them at $1,812,495? 

A. Yes; I presume they are the same earnings. 
I do not know. 

Q. You presume that nee would be the same 
earnings, and that they wodte be the revenue from coal 
riehes in Alberta and gas and oil in vhat province. You 


do not know what they are in 1949. 


there 
e Some at Estevan? 


MR. EVANS: Ar 
MR, MACPHERSON: Maybe some at Estevan. ! 


THE WITNESS: Yes, Ithink that is right, 


Mr. MacPherson. 
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MR. MACPHERSON: Q. In any event, your 
Company has substantial oil rights in western Canada? 
A. I think that is a correct statement. 
Q. Any around Leduc? 
A. Yes, we have some around Leduc. 
Q 


And Redwater,in Alberta} 


A. I really don't know whether it goes up northwesterly 
there or nor. 

Q. In any event, you haven't it available at the 
moment, and I am not pressing for the information as 
to what the miscellaneous earnings may have been in the 
year 1949; but in 1948 they were $1,812,000? 

Ae Yes. I will say this, of course, they are all 
with respect to land holdings of one kind or another. 

Q. Pardon? 

A. The miscellaneous. 

Q. I know they are all in connection with land. 

THE CHAIRMAN: We find all those in other 
income, do we? 

MR. MACPHERSON: Q. No, my lord, the onl 
thing that goes into other income -- and Mr. Evans will 
correct me if I am wrong -- my understanding of the 
situation is that there is a separate account called 
Land Surplus Account, and that deals not only with 
surface rights oY “and. sbuy ace in the way 
or mineral rights that may pice Birieae lands. I think 
it also covers townsites. 

Q. Does it cover town sites, Mr. Liddy? 

se Yes, it does, Mr. MacPherson. 

Q. And that Land Surplus Account is kept by 
itself. I am going to refer to the matter in connection 


with the Land Surplus Account later. 
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THE CHAIRMAN: You say it is not to be found 
in Exhibit 190 at all, is that so? It is not found there 
by name, 

MR. MACPHERSON: No, there is no reference to 
Stroy ie not in’ lOO at all, 

THE WITNESS: I would like to correct an 
answer I gave, Mr. MacPherson, that the sale of townsites 
is taken into other income? 

MR. MACPHERSON:Q. The sale of townsites is taken 
into other income? 

A. Yes. 
COMMISSIONER ANGUS: Q. The capital price? 
A. The cash. 
THE CHAIRMAN: Q. That goes into other income. 
A. That is right. 
MR. MACPHERSON: Q. Has that always been so? 
A. Well, I don't understand that, Mr. MacPherson. 
At lunchtime I will look it up and let you have the answer. 
Q. You had your acreage of farm lands, for instance, 
that was one thing? 
A. That is right. 
Q. And in addition to that you had townsites? 
NA Yes. We even bought some lands of our own 
for townsites. 
Q. You bought some land for townsites, sub-divided 
4t and sold it? 


A. Ves. 
Q. I think you might look up at lunchtime, and 


find out where this townsite fund was carried, whether 
4¢t was carried in conjunction with other income, 
or where it was carried. 
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THE CHAIRMAN: Have you determined definitely 
whether the income received from gas and coal 
rights are to be found here accounted for ag Other 
Income, or in some other way? 

MR. MACPHERSON: They are in the Land Surplus 
Account, 

THE CHAIRMAN: They are not in 190. 

MR. MACPHERSON: No. 

COMMISSIONER INNIS: No interest from that 
account goes into 190? 

MR. MACPHERSON: /'Mr. Covert just points out to 
me that in the Land Surplus Account for 1948 there is 
land for townsites? 

A. Yes. 
Q. You might check that. 
ye I am pretty sure that is right. 

COMMISSIONER ANGUS: Q. Following up Dr. 
Innis' question, is there some corporate income that 
does not appear at all on Exhibit 190? 

es Yes, there would be. The Land Account would 
not be on Exhibit 190. 
MR. MACPHERSON: Q. Is there anything else? 
A. That is all I know, Mr. MacPherson. 
ay That is all you know of in Othér Income? 


nes Yes. 
THE CHAIRMAN: Did you say townsites went 
into Other Income, or are you getting that? 


Ge No aia 
Q. You want to look into the whole thing for us? 


As Yes. I was looking at some adjustment figure 


which misled me. I am pretty sure the land in townsites 
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Sales are in the Land Account, but I will specifically 
verify that at lunchtime. 

MR. MACPHERSON: I think, my lord, the position 
is that you have now the railway investment account and 
you have Other Income less taxes, and the Land Account is 
something which is separate and apart. 

THE CHAIRMAN: The point is, what is Other 
Income? What income is there that is not included in 
this Other Income? 

MR. MACPHERSON: That is what we will pursue 
in the Land Surplus. 

THE CHAIRMAN: Thereis Railway Income and Other 
Income and then there is a third. 

THE WITNESS: The Land Account. That is all. 

COMMISSIONER ANGUS: Q. It would have to be 
shown as Income for taxation purposes? 

A. Yes , if; yous look. at our Balance. Sheet ,. Dr. Angus; 
you will find that there is a Land Surplus Account down 
in the right) hand side, sir. That is a net figure; that 
is floated in thereas a net figure. 

THE CHAIRMAN: Q. How much is it? 

an I am looking at the Annual Report for 1948 
of the Canadian Pacific Railway, and the Land Surplus 
at that date was $63 million. Now, that is a net 
figure; those assets and liabilities and income making 
up that are not reflected in this Balance Sheet, other 
than in the net figure. 

COMMISSIONER INNIS: Q. To take Mr. MacPherson's 
example, suppose that payment is made in respect of the 
land, $1,000, paying off the balance of the principal, 
and $200 paying the interest. That interest would be 


subject to corporate income tax, would it not? 
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A. Yes, that would be income. 

Q. When you have Other Income less tax, what is 
shown as Other Income, or does it include the tax on 
income that goes into the Land Account? 

A. The Land Account would include its own tax. 

Q. It has its share of corporate income tax? 

A. Yes, sir, 

THE CHAIRMAN: Q. But it is in here as 
Other Income? 

A. No, it is reflected there as Land Surplus, 

MR. MACPHERSON: Q. Is it included ag capital 
in any way, Mr. Liddy, in your corporate setup? 

Ad In Exhibit 190. 

Q. In any Exhibit -- 190 or in your Annual Report -- 
is it considered as part of your capital? 

A. It is considered part of our assets, yes. 

Q. It is assets, but is it incorporated in any 
way in 190? 

A. Nos® sir 

Q. It is not here at all? 

AS NS... Suir. 

Q. This Land Asset has been used for many 
purposes by the railway, hasn't it? 

AG Many purposes. 

Q. I have read you excerpts from Mr. Stephen's 
letter back in 1884: 6 million acres were surrendered 
to the Dominion Government in neti recurn for $10 million; 
and then there were land grant bonds, were there not, 
at one time? 

A. Yes, they were secured by’ some land holdings. 

Q. And then there was a note certifcate issue 
in 1914? 


Fue Yes. 
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: Are you familiar with that? 
Nov veryy 1) think it cris all gone now, 
: TGs ralbipaid: off? 


ie Sy ee 


Mates rieht. 

Q. I am suggesting to you that if you consult 
the Annual Report of 1914 at Page 8, you will find where 
the company proceeded to raise some money by way of 
a note certificate issue. I will read you paragraph 12 
of the Annual Report of 1914. 

MR. EVANS: How does that affect the figures 
today? 

MR. MACPHERSON: It affects the figures 

today in this way: I will show two things from them 
in answer to my friend Mr. Evans. First, there was 
$52 million of the note certificate issue sold. They 
were not sold to the public; they were sold to the 
shareholders at 80 cents on the dollar, and the share- 
holders received therefor a yield of about 74 per cent 
on those notes. Then, on the two issues, there were 
some $15 million in interest, which was simply charged 
to this Land Surplus Account. That is my answer to 
Mr. Evans. 

Q. The facts are as I have stated them, to your 
knowledge, Mr. Liddy, that there were $52 million of 
six per cent note certificates sold as against land 
security in 1914? 

A. I believe that is right. 


(Page 17184 follows) 
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Q. And it was sold to Shareholders, offered to 
Shareholders, at 80 per cent of its face value? 

A. I don't know about that transaction, 

@. Well, that is on page 8 of the Annual Report for 
1914, It was taken up by shareholders, and the amount 
realized was $41,600,000. Do you know what that money was 
used for? 

i. Not Specifically. There may have been certain 
projects mentioned, but some of it would come into the 
generat pop of ‘the treasury. 

Q. I think I had better reag this paragraph 12. This 
is land surplus, this is money that has come from financing 
in respect of land, on note certificates, and I em suggest- 
ing to you that the interest in respect of these certifi- 
cates was charged up to land surplus account. Paragraph 12; 

"The accounts for the year show that 
$35 571,959.97 had been advanced from your current 
funds to meet the cost of additional railway mileage 
and ocean steamers against which no securities have 
been issued or sold." 
That is additional mileage and ocean steamers against which 
no securities have been issued or sold, 

"In ordinary course, 4% Consolidated Debenture Stock 

hs Aero ieede utilized to meet this expenditure but market 

conditions were not favourable to the sale of this 

Security in large amounts without unduly depressing the 

market price; 

| In these circumstances your Directors decided to 
create a Special Investment Fund composed of the 
deferred payments on land sold, and securities in which 
land funds had been invested, to the amount of 
$55,000,000, and to issue against this fund and the 


Company's credit ten year Note Certificates to the 
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amount of $52,000,000, carrying interest at the rate 

of 6% per annum, to be offered to the shereholders 

at 80% of their face value, this providing all the 

money required for the* present purposes of the 

Company, and at the same time giving the Shereholders 

participation in the proceeds of land sales to the 

amount of about $10,000,000," 
PaCS sto, Say., 4:6. wos by way of being an additional 
dividend of $10 million to the shereholders? 

A. Well, I think the language speaks for itself. 

Os oO: GO. 1. 

A. I do not know what those note certificates could 
have been issued for on the open market, I am sure, 
Supposing they could only have been sold at that time at 
8 discount of 90 per cent, then it would not have been 
the difference that you speak of. 

A. I emphasize these words in the report: 

"and at the same time giving the Shareholders partici- 

pation in the proceeds of lend sales to the amount of 

about $10,000,000," 

f. Well, that is whet it says. 

Q@. And then the paragraph goes on and says: 

"The issue was entirely successful. The Note 
Certificates, with interest will be Dadar t aly 
instalments without any encroachment on your revenue 
from traffic, and the 4% Consolidated Debenture Stock 
can be marketed in such amounts and at such times as 
may be most advantageous." 


As | Malhim, 
Q. MNNow, the first part indicates that the money was 


Spent for additional railway mileage and ocean steamers; 
that was about the time, '13 and '14, when you were expand- 


ing your Wtlantic fleet, was it not? 
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A. Yes; the Allen Line came in around that time, 

Q@. And proceeds of these certificates received from 
land were, partially in any event, applied for this purpose 
of buying ocean steamers? 

Meer tian, te Peet 

Q. Which again draws the distinction between the cor- 
poration as such and the railway as such, because ocean 
steamships sere Other Income, are they not? 

A. Yes, that is where they are. I do not know where 
the distinction is drawn, though, by this transaction. We 
Simply used some means of financing, of doing some 
financing, 

Q. Yes? 

A. I do not think that draws any distinction in itsevme 

Q. This land which was earned, as you say, as Mr. | 
Stephen says, in the building of the railway, and with the 
Specific undertaking that the railway would be continued, 
maintained, and which was taken at a time when your railway 
undertaking was the primary undertaking of your corporation 
-- that has faded s bit into the background with the develop- 
ment of other branches of the corporation's endeavour? 

Ae Well’) Itsnould nou fades" 1 hope it won't fade, but 
the other endeavours have expanded and come up. 

Q@. Amd the land has been used -- I am not arguing 
rightly or wrongly that it has been used -- but it has been 
used for the purpose of securing the funds to launch on 
these ot*her endeavours thet provide Other Income to the 


corporation? 


A.. That is right. It has been 9 help; it was a help 


to ase” 
Q. And in the financing of the first note certificates 


there was an amount of $10 million which in effect was an 


eddlutional dividend to the shareholders who took up the 


\ 

\ 
eae 
it ho 
nafs Ins 
me 
i 
“eh ot 


ae 


pet hia: ety | 


Dues een ae 
Ri lok bo Nay Metal | ees Brae 
PpLgeso CaeGlg Mosnh 


wi ‘ 4 gigs. 


Pah ohne cee 
es a Raney ye 


ieee on 


ae © 


-17187- Mr. Liddy, cr-ex,. 


notes? 

A. I do not know what premium was realized on those 
notes, I em sure, 

Q. Well, I will teil you the receipts and expend- 
itures apparently for the $52 million; there was received 
$41,600,000. Then there was some further financing by way — 
of note certificate at a later date? 

A. Have you s date in mind? 

Q- 1924, $30 million 4 per cent sinking fund secured 
note certificates -- 1924 Annual Report. 

A. Was that in addition to the previous--- 

Q. In addition to the previous one, yes. I will read 
you 1924, sale of securities, Page 7 of the 1924 Annual 
Report: 

"During the year your Directors authorized the 
creation and sale of the following securities: 
$12,000,000 10-year 5% Collateral Trust Gold Bonds; 
$10,000 ,000 4% Consolidated Debenture Stock, coupon 
form." 

Is this the Annuel Report?i Yes, it is. 

A. 1924, yes. 

Q. "$30,000,000 43% Sinking Fund Secured Note Certifi- 

cates, secured by the assignment of unpaid purchase 

moneys or deferred payments on land sold, 


The widespread character of the Compeny's opera- 


tions makes it necessary that it should always maintain 
Substantial cash balances and as provision should be 

made for the capital expenditures to which the Company 
has been committed in previous years, it was decided to 
utilize the deferred payments on land sales as collateral 
security to an issue of note certificates which would 
enable such balances to be maintained and these expend- 


iture!s to be met from time to time without increasing 
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the fixed charges on your railway property and its 

revenues," 

A. Yes, that is an incidental benefit there to the 
railway property. 

Q. An incidental benefit to the railway property. 
And the $30 million, the proceeds, the amount realized 
there, $26,889,000, was used for the general corporate 
purpose? 

A. Yes, I think that would be a proper descrip- 

tion -- some of it would be for railway. 

Q. Some of it for railway? 

A. I would think so, 

Q. Some of it for the Royal York Hotel? 

- When was that issue made? In 19249 


A 

Q.- In 1924, yes. 

A. I do not think we hed any--- 
Q 


- Had not decided to start the Royal York Hotel 


Re ..t woulda doubt it. 

Q. You would doubt it? 

A. It was not completed till 1930, I think. 
Q. Oh, I thought it was before that. 

A. 1930, 1929? 

Q. Completed in 1929, I think. Well, these note cer- 
tificates in any event have now a1l been paid off, have they 
not? 

A. Yes. We have no debt of that kind now, 

Q. You have no debt of that kind outstanding sat sll 
now. But the sale of these certificates was partly to 
finance rail operations and partly to finance other opera- 
tions of the corporation? 


A. Yes, I would think that would be right, Mr. Mac- 


Pherson. 
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Q. But generally you had the common pot thet you 
have told us Gia} Filia Btls right, Mr, Liddy? 

A. Oh, yes, we had a common treasury, that is uggs 

Q. And it would be difficult to ascertain how much 
of it hed been used for one purpose and how much for 
another? 

A. Almost impossible, 

Q. Almost impossible. But that wes the method of 
financing thet was carried on? 

A. Wherever we could get the cheapest money, we used 
Whatever good collateral we had, 

Q. Now, you cannot tell me how much was realized 
ectually from the ssle of land; the records of the compeny 
would not disclose that? 

A. I would not want to make @ categorical statement 
that it does not. I have not seen it. 

Q. You have not seen it? 

Ae (NO, 

Q. Have you ever considered how much might have been 
realized from land? 

A. Well, you see, if you look back in past history, 
Mr. MacPherson, the lend as it came to us was of little or no 
Value; ELt iwas4=< 

Q. Little or no value; yes? 

A, The value ottached to it as alternate sections of 
land between, the line between the Sections that we were 
given in our grant, became sold, and vhen we could sell our 
land at some price, and then we made extensive expenditures 
on irrigation and developments of that kind, and we sent 
Cur agents over to Europe, practically throughout the world, 
to advertise this land end attract settlers. We did a lot 


of that, and we are still doing oe lot of that, as a matter 
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Q. That is all charged up to lena Surplus account? 

A. Yes -- not altogether perhaps, but we have been 
very lenient with Settlers, particularly commencing with 
the depression. I think we have cancelled obligations 
thet they undertook amounting to more than -- $30 million, 
wes it? 

Q. You had lots of g00d company in thet, Mr. Liddy. 

A. $36 million, 

Q. You had lots of good company; most of the corpor- 
ations did st that time, to their credit, 

A. Well, we were 311 around out there--- 

Q. We were all in the same boat at that time. 

A. The whole railway, the whole corporation endeavour, 
has been tuned to get this land settled, so that we might 
be able to have freight produced from Lt, | Send usovons 

Q. That is, the concern was, and is, thet the land 
Should be settled ana that people should earry on on the 
land? 

A. That is what the Government Save 1G to wvweprors 

Q. That is what they gave it to you for? 

A. As much as anything, I believe. And I might say, 
Mr. MecPherson, that in the last few years we have turned 
over to I think it is co-operative societies lerge tracts 
of land if they would just take it off our hends. 

Q. I think you are thinking of the Eastern Irrigation 
District in Alberta. 

A. I think there were two districts. 

Q. That was in Alberta, in any event? 

A. Not in your province, you mean? 

Q. Not in our province. I am not blaming Alberta 
for that at all, but I will come to that a little later; 
Iwill refer to that. But have you any idea how much was 


actually realized? Have you endeavoured to estimate it ot 
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any time? Would it be $500 million? 

A. “Oh, no. 

Q.- Would it be $200 million? 

A. The total of our lend account --- 

Q. Oh, I know, but that is the walance. I would ask 
you if you could during the lunch period, Mr. Liddy, 
endeavour to get for the Commission the actual realization 
from lends and those rights that flow from lands that you 
got from the Dominion or from the provinces in connection 
with the construction of the railway. 

Re al GO.not, thinks I. can go beyond---- 

MR EVANS: I was Just going to ask Mr, MacPherson 
whether he meant &ross or net, 

MR MACPHERSON: Well, I think I would like to know 
the gross figure, because there sre certain nets 4s- U7 
realize that there would be adjustments from time to time 
in connection with it, large sums, 

MR EVANS: Big expenditures, 

MR MACPHERSON: And expenditures, yes. There have 
been expenditures in connection with--- 

THE CHAIRMAN: Why can't you have both gross and 
net? 

MR MACPHERSON: Well, let us have both gross and 
net. I am quite sppreciative of the fact that this money 
Was spent, gome of it in connection with the irrigation work, 
in Western Gsnada, perticularly in the Province of Alberta; 
I em quite appreciative of the fact that much of it was 
Spent in comnection with immigretion and colonization work; 
but if you ttake it 911 into consideration, if you could let 
us have the. gross and the net both--- 

THHE CHAIRMAN: How that is to be looked upon now 


is a matter of argument, 


MR. MACPHERSON: That is right, my lord. I just 
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wanted to get the figures, 

| MR EVANS: My point was this’) thease you heve 
the gross and the expenditures, you get the net, and what 
they now have in the net total figure is the net balance. 
I just wondered what purpose could be served by this re- — 
Search into the past to see the Sales and proceeds and the 
expenditures. For the life of me I cannot see the rele- 
Vaney of 1t, 

THE CHAIRMAN: Well, I don't know. 

MR MACPHERSON: My lord, I do not want to turn 3s 
battery of bookkeepers into the books of the C.P.R. to 
ascertain this. If the information is not readily svaii- 
able, then of course I am not going to press it, but I 
would like to know for the purpose of argument -- because 
we have to argue this ultimately, sll phases of 16 sour 
would like to know, and I would feel that there should be 
available in some form some general gross figure that had 
been obtained by the C.P.R. from these lands. I cannot: 
quite understand how there should not be Something available. 

MR EVANS: We did not say we could not get a gross 
figure, but we said if you get the gross you really should 
have the expenditures charged against that land operation 
or land account, and when you get that, then you have got 
the net, and what we elready have on the exhibits is the 
net :dalance after all the years. I do not know what else 
is wanted. 

MR COVERT: It would strike me that the net would 
be the figure thst you would want to know -- I don't know. 
That is what it would look like to me, and I just wondered 
why the gross is importent, 

COMMISSIONER INNIS: Weal, isn't it importent in 
the sense that it givesyou a general picture as to how 


effectively the fund has bem used? 
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MR MACPHERSON: That is right, my lord, 

MR, COVERT: Well, I am Just trying to find out 
why; I don't know. 

THE CHAIRMAN: I would like to know what it 
would involve in the way of time and research, 

MR MACPHERSON: Yes. TI do not went to be un- 
reasonable, my lord, 

THE CHAIRMAN: Perhaps you could discuss it with 
Mr. Evens, 

MR MACPHERSON: I will; but I would think that 
there would be a gross figure availeble. I went to fina 
out whet has been reelized from the land, Then there has 
been spent, for instance -- there has been charged up to 
this land surplus fund the sum of $15 million for interest 
on these note certificates; I mean, that is part of it thes 
has gone. The net is down to $63 or $65 million or what- 
ever it is now, but that is part of it. I realize thet 
there was transferred to the Eastern Irrigation District 
in Alberta certain lends and certain «- deferred agree- 
ments; that comes out of it. I realize that there were 
costs of immigration end colonization; that comes out of 
it. I realize all that. 

MR EVANS: But we geve you the figure before that 
is done. We put back 311 those appropriations to get your 
figure ss 98. You sre giving the net as 65, but the figure 
in this exhibit we have had is 98. 

MR MACPHERSON: I am making this statement, Mr. 
Evans, now, that the amount realized from the sale of 
lands, miscellaneous earmings from lands, very greatly 
exceeds $98 million. | 

MR EVANS: Of course the gross exceeds the net. 

MR MACPHERSON:: I know, and it exceeds it very 


greatly. 
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Q. Now, in 1899 I om suggesting this » and you might 
qcheck this during the noon hour too, If you willy Mes 


“Liddy--- 


A. You have given me quite a chore now already. 

MR MACPHERSON: Well, this won't be very much. 
You had a surplus from townsites of $1,363,000, 

THE CHAIRMAN: Are you starting a long question? 


MR MACPHERSON: Well, perhaps we hod better let 
AGU EO. 


---The Commission sdjourned at 1:00 p.m. to meet egain 
at 2:45 p.m. 
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Monday, Merch 6, 1950. 
AFTERNOON SESSION 


S.J. W. Liddy, recalled; 


CROSS EXAMINATION BY MR MACPHERSON - RESUMED 


THE WITNESS: Before you start again, Mr. Mac- 
Pherson: .t noon hour I hed a little reflection on one of 
the questions Dr. Angus ssked me in respect. of) Exnipit, fer 
Exhibit 190 desls with the comparable data showing digest 
of development 1885 to 1948. Dr. Angus! question I think 
was, was there any other income that the corporation had 
that was not reflected on this statement? 

COMMISSIONER ANGUS: Yes. 

THE WITNESS: And I think my answer was yes. 
That was an inedvertent and hurried enswer, end I want to 
Say that all income of the corporation is in one way or 
anothwer reflected on this statement, but thet the profit 
8nd loss -- tihe land surplus balance is not recorded--- 

THE CHAIRMAN: Q. The what? 

A. The .lend surplus balance, which is merely 9 book 
figure -- no cash, merely a book figure -- is not shown 
on ‘this statement es a column; but any money that comes to 
the corporation from the sale of land or from oil rights 
goes into the common treasury of the company and is 
re*lected in one way or another throughout this statement. 

Q. You mean either es capital investment or as 
income, Other Income? 
A. Yes, or interest on the money, or any other 


manner, sir. It is all reflected in the results of this 


statement. 
Q. We were talking, I think, this morning particularly 


about gas and oil income. That then is ineluded in this 
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column of Other Income legs Taxes? 

A. Yes, Any cash that comes to the company and 
eerns interest or igs reinvested or starts to work in any 
way for us is reflected in here, is reflected in Exhibit 
190, 

MR MAC PHERSON:Q.Well, Mr. Liddy, I am not sure 
thet I follow you in that. Where, for instance, in the 
1947 figures do you find the land Surplus account? 

&., MNo, eett Sey, the land surplus account, thet is 
the net balance, is not in here, 

Q. That is not in there at g11? 

Raw No. 

@. Then where would you find the miscellaneous earn- 
ings in the land Surplus account? Is that in here ati aiig 

A. Well, it is in this statement throughout the years 
in sthi s_ .way.--~ 

THE CHAIRMAN: Q. It is whet? 

A. It is in this statement throughout the years in 
this way, that we get that money for royalties on oil or 
mineral rights, whatever it may be, and that comes into our 
tressury; it either earns interest for us in the bank or we 
reduce our fixed charges or we put it into some property 
investment. You see, the lend surplus account is purely a 


bookkeeping figure; it is not money; it 1s only sy bcer—— 
keeping belance. It is on the liability side of our balance 
Sheet, and when you go to the essets you have got to go to 
the left-hand side of the balance Sheet, and you find it 
may be in cash, it may be in Government bonds, it may be in 
any kind of thetse investments. 

COMMISSIONER ANGUS: Q. Then, Mr. Liddy, in Ex- 
hibit 190 there ils no item that would show net non-reil 
property in a way that is comparable with net railway 


property, is there® No capitel item of that character? 
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A. Not°in this particular exhibit, no, 

MR MACPHERSON: Q. Mr. Liddy, I asked you this 
morning, for instance, about miscelleneous earnings of 
the land surplus item? 

A. Yes, Mr. MccPherson. 

— Qs And I told you that from your own report it 
sotalled $1,812,495 in the year 1948? 

AS 6Ye@s, ‘sir, 

Q. Now, where would thst be reflected, where would 
that be in Exhibit 190? 

A. Not that year; that money willcome into our 
treasury es capitel. 

THE CHAIRMAN: Q. As capital? 

Me HS Capltel, “yes. 

Q. What you call the miscellaneous earnings, Mr. 
Liddy, come in 3s capitsel; that cannot be, 

A, Comes in ss capitel. 

Q@. You capitalize it? 

A. No; as cash, sir; it comes in as cash. Then it 
Starts to earn ‘either interest Or we may pay off | tpond==s 

Ot. You wise iiss capital? 

A. Yes. We may buy engines with it; and cares and ta 
that extent this whole Exhibit 190 reflects whatever earn- 
ings we got from land. 

Q. Someplsace or other; but these miscellaneous earn- 
ings are not to be found in the column of Other Income less 
Taxes? 

A. Not for that year, 

MR MACPHERSON: Q. The only thing, Mr. Liddy -- 
I think you will egree with me in this -- the only part of 
land income that is in Other Income less Taxes is the 
interest on the deferred agreements? 


A. On land--- 
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Q. Since 1940? 

A. On land and townsites, 

THE CHAIRMAN: Q. Landsand townsites? 

ALE RveSs 

MR MACPHERSON: Lands ond townsites, 

THE WITNESS: And whatever benefit the surplus 
from lends hes reacted to the benefit of the corporation. 

MR MACPHERSON: Q. That goes into Other Income? 

A. Well, having got the money -- supposing we sell 
@ hundred scres of lend at $10 an acre, a thousand 
dollars, we get that cash. We might buy 2 freight car 
with that; we might DULLLorintoete building of some kind. 

THE CHAIRMAN: Q. Into what? 

A. A building of some kind -- some asset. 

Q. Are you talking now of railway essets? 

A. Yes, sir, or any kind of assets. 

MR MACPHERSON: Q. You might, Mr. Liddy, buy a 
freight car, you might buy 8 building for your station, or 
Something of that kind? 

A. Yess 

Q. Or you might buy with it something for your 
Steamships, or you might buy something for your hotels? 

A. Any corporation endeavour. 

Q. Or you might buy some additional stock if you 
wanted to of Consolidated Smelters; I mean, you would apply 
it to any corporate use? 

AS thnat«is right: 

THE CHAIRMAN: Not necessarily to a railway use, 

MR MACPHERSON: Not necesserily rail; that is the 
point. . 

THE WITNESS: The other question, sir, was, could 
I tell what the gross sales of land and the net sales were. 


MR MACPHERSON: Q. Yes? 
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A. And I find on looking up that question at noon 
that that is rather an imvolved question, Mr. MacPherson, 
end it is going to take a little while to do that. TI 
would like just a little enlightenment as to exactly whet 
figure you want. For example, supposing we bought some 
lands, supposing some lands came to us with an ecquired 
reilway line -- that is, we paid out perhaps a million 
dollars for some line, end with that line we got some 
lends; whet terms would you want me to give to such on 
item as that? 

Q. Well, Mr. Liddy, I think thet on the figures as I 
gave them this morning there were 22,152,000 acres of 
land, according to Sir Edward Beatty, that had come to the 
Canadian Pocific from the Dominion, and according to the 
Duff Report there were 10,511,000 acres of land that hed 
come from provincial governments. Now, whet I would like 
to have is the gross amount realized from land? 

A. No matter whether we purchased it or got it as a 
grant or whether we resold it egain--- 

Q. I am not concerned with purchases; I am concerned 
with land grants, 

A. Land grants only? 


Q. Land grants only. 


A. From either the Dominion or--- 
Q. Or the provinces, 

| ASO Well, Twill try vend) give you’ that.” }Oneuor amy 
difficulties -- I may not be able to solve it -- is that 


the proceeds, these net proceeds of land, were taken out of 


you might say the common pot of lend, you know, irrespective 
of where the money came from. I may not be able to allocate 
that to whether it came from lands donated by the Dominion 
Government or whether it came from lands that we acquired 


ourselves and had resold. 
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Q. Why I mentioned it -- you referred to lend obtained 
through subsidiaries. I am thinking, for instence, of the 
B. C. Southern, which had obtained 2 charter in the 
elghties somewhere, I think, and with that came the right 
to certain lands in British Columbia, but the road was not 
built until the Crows Nest line was buLl ty msorthatwthas 
is when the land was obtained, and, while it was obtained 
by a subsidiary, it was obUsined byhthe. C.P.Ru tole 
intents and purposes. You see my point? 

A. Well, there ere two classes of those. There are 
Subsidisry companies that we built ourselves and got the 
land for, and there sre other Subsidiary companies which 
we purchased with the land, 

MR MAC PHERSON: meet I would suggest this, Mr. 

Chairman, that probably it would save time if Mr. Liddy 
end myself might get together with Mr. Evans, and we would 
See if we could ascertain the facts. 
THE WITNESS: Thank you very much, Mr. MacPherson, 
MR MACPHERSON: Q. Now, I was starting to ask you 
8 question when we adjourned in connection with townsites, 
end I referred to 1899. I want to refer to page 6 of the 
Annual Report of 1899, that resds es follows: 

"The net proceeds of townsite sales as showm ary 
the belance sheet for 1898, namely, $1,363,224.69, 
have been transferred in reduction of the cost of the 
Company's property, and especially allotted to the 
ocean, lake and river steamships, and there has been 
applied fin further reduction of the same item a 
portion af the profit resulting from the operation of 
the Pacif.ic steamers during the year amounting to 


$155,000,'' 


I suggest to you that this was the commencement of the 


Steamship repl acement reserve? 
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A. You may be right, Mr. MacPherson. I really do 
not know, but the steamship replacement reserve--- 

Q@. Will you look at the balence sheet? I think that 
Shows it, Mr. Liddy -- showing the net figure down there; 

i remember. dooking at it. 

A. It is not shown here as part of the reserve, 

Q. Well, this is 1899, Mr. Liddy. See the first item, 

ocean, lake and river steamships? 

Ait YES. 

Q. There is $1,518,224.69? ; 

A. But it speaks of "less amount applied in reduction 
of cost as explained in report." 

Q. Wes. 

A. Now, I have a note here in front of me, Mr. Mec- 
Pherson, which indicates thet in the year 1934 we trens- 
ferred that emount.<- not quite thet amount, but very close 
to that amount -- to steamship depreciation reserve. The 
full note reads in my notes here: 

"Townsite proceeds in 1899 applied in reduction 
of investment in ocean steamships and transferred in 

1934 to steamship deprecistion reserve." 

So that I think probably there may not have been a steam- 
Ship depreciation reserve sat that time. 

@. Whet amount have you there? Is it $1,363,000? 

Aj. Thet. ds-right,. 

Q. That-.is.the amownt that... suggest... But, Inoue, 
event, the point of my question is this, Mr. Liddy, that 
from the land surplus account as the proceeds of the sale 
of townsites, there was taken $1,363,000 used specifically 
in connection with a resarve for steamships? 

Ac tites« As reduced the cost, and presumably less 
money wes borrowed for gteamships. 


Q. That would be quite consistent with the policy as 
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you have stated it, that in connection with money that 
came in, it came into the common treasury, and would be 
applied as the corporation thought best in advancing any 
of the interests of the corporation? 

Ae, Yess thet was a corporate transaction. 

Q. And not necessarily in any sense was it to be 
earmarked for rail, in practice? 

A. Well, there is another story to that, ‘but sawed 
Say yes to your question. 

On (hit orient, “then, Now, Mr. Liddy, the Annual 
Report of 1948, as 311 your Annuel Reports, lists the other 
corporations in which the company is interested? 

haw veo, sir, 

Q. And of these corporetions a number sre rail and s 
number are non-rail? 

A. They are Segregated, of course, 

Q. Yes, they are Segregated, but a number sare rail 
and a number are non-rail? 

ee Thav is: PLene., 

Q@. A number of the rail sre wholly-owned subsidiaries 
of the C.P.A. ? 

Ae ) Yes. 

Q. A number are controlled rail companies? 

A. Well, they are all leased; 311 the railway companies 
ere leesed; they are controlled a hundred per cent, 

Q. Controlled -- now I am thinking of stock, or apart 
from the leased lines altogether. 

A. Yes, we have ownership. 

Q@. You have ownership? 

As That is righe. 

Q. Therre may be some held by the public, some of the 
stock held byv the public, but you have control? 

A. Well., take the Ontario and Quebec; it wes one that 
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we owned very little of, as a matter of fact: 

Q. I do not count the Onterio snd Quebec as one of 
these, one of the controlled. Then there are some that 
you jointly control, such as the Toronto Terminals that 
we spoke of the other day? 

A. That is right; and Northern Alberta. 

Q. And Northern Alberts, that we had the other dey 
es well. Then there sre a number of leased railways in 
which you have no investment yourselves at 911? 

Ae Thet Wssrienti. 

Q. Either in common stock or in bonds? 

A Thet is right. 

Q. Then there are a number of wholly-owned non-rail 
subsidisries? 

he That be -rlLenti: 

Q. And then there sre 3 number of non-rail com- 
Denies ‘controlled by itherC sP .R::? 

THE CHAIRMAN: What is that you said first? 
First you described some other non-reil? 

MR MACPHERSON: There ere a number of wholly- 
owned non-rail subsidiseries,. 

THE CHAIRMAN: For instence? 

MR MACPHERSON: Canadien Express Company Limited. 
It is wholly owned; thet is what I mean. Then there are a 
number of controlled non-reil companies, not subsidisries, 
such as Consolideted Smelters, and then there are a number 
of other companies in which investments sre held that are 
nov Prstved 


THE CHAIRMAN: That are not listed? 


MR MACPHERSON: That are not listed, the com- 
panies not listed. I think there is a basket item showing 


on other investments $54 million. 


lw ~ f ug 
‘we AN Pee MS id it 
ed st 
3 ¥ ak Aye et 
wv 
mh 
er. 
— 


‘A . ys ii : 7 vi 
Bubs aa Dy 


ney Ai te tes amas cae 
ay y : 


£ ‘on onee # regio : it le a) soe aa aa07, 7! 


fond Mito wad 9a sored on clpstaba 


= 

= 
Pa 
a 
Zt Ses 
= 
= 


ieee) “ Hee ae eS ee eee oe ; 
a SUE Re Shit RA Soha ae ee s 


tne ive chftadye 
= . | 
1 © Sane ant fost ¥ egy Ci 
‘bil aM NS RUST REY Vi) | anc re yet 
’ ! j rh f 
OOD oki ES Gat Ne A is «0 
rit ‘ Fidos: bee ee, he aS Ate fron i : 
in) ee a2 .¢e (Bei Lili QPS ND Puta "| 
” i < Jas 4% L } 
es neue 
r 4 4 ‘ OR Te Adi 
Fe 2 ae - Us me et ys i . tf Crs tt ' i; ‘ 
f sf eree P oi * f ‘ ea es tf) ai 
eH, RE Py ‘ ww ws a al bea m 1 = by. oy) : Tie 
| Fi Meh ONTO enon fod Spee aD vibe POLI 
Fhe sryaetst: 3 SNR ace Win > ae . a ON * i: Toa As a ; hi ih 
+ } . i a 
Fa Louw i ‘Y Sonny ‘ 2 robb f ‘ Ch peu 4 ot * wd AM 4 Vi j 
i BoM We ee RE 0) “ a \ 
‘ Me : “a 
wi Fy Liste on Dame) ) 
n J { e 
a big tn4 fede f « 4 + "f ; a ty hi 


byes) AM 

id a ‘ 

_ 4 

cal 3 = get PS a othe © ae eo) ae ; ' 

'¢ pkenwo ek pedt Mkugt 7 ae 

; an Tee iis : ib 

’ Rust 0 per ee Wy ag doef verry ia 
i of ae id tlle FAO eh se ul Deen 


2 3909 (IS Bie Bem omenerdt- Katie wl Sotieamibe TOnIG Bo.) = 
Chee fy phate et dpa 
Vor i ; : - < q ; 
DEBTS MOM ey BAKye | Wo SEP i 


* 
{HOBART OAM Ja ait, | 
mas 4 ; : y en 


Bone Moe fi shepe wa cf ph Malet G .bade veee ety sane 


ae ea OReR a Henig, 


or 


RND 


-17204- Mr, Liddy, cr-ex, 


THE WITNESS: You are thinking of the item of 
$4,731,000 at the bottom of page 28 in the 1948 Annual 
Report? 

Q. Other investments, $4,731,795, yes, that is it. 

A. Yes, but they ere not enything to do with roilwey , 
of course, 

Q.- No, no; they have nothing to do, but they are 
investments other then rail investments? 

Oe) feo Le right. 

THE CHAIRMAN: Q@. ds, there any reason why they 

ere not set out? 
A. There ere many details. 
Q. Too meny of them? 
A. A lot of small investments. 

MR EVANS: There wes a reason for some that was 
gone into before the Board of Transport Commissioners, 

A very considerable number of the investments included in 
those basket items were Supplied in confidence to counsel 
end to the Board, and there were others thet we asked them 
not to esk us to divulge, because they might, without being 
CL -eany value---= 

THE CHAIRMAN: Trade secrets? 

MR EVANS: ---have some difficulty in them. But i 
do not think my friend Mr. MacPherson is asking for that 
Gervati at. 11%, 

MR MACPHERSON: I am not pressing for the detail, 
only in passing commenting on the fact that that investment 
does represent an investment in other non-reil enterprises 
of some kind or other, and I am not asking particulars at 
the moment of them. 


THE CHAIRMAN: You do not know whether this invest- 


ment yields enything or not? 


MR EVANS: ‘Well, if it does, sir, it is all.in the 
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MR MACPHERSON: It is sll in Other Income. 

THE CHAIRMAN: Oh, it is in Other Income ? 

MR MACPHERSON: Yes, Anything that comes from 
it, rail does not benefit by. 


MR EVANS: Well, we will argue thet, Mr. Mac- 


Pherson. 

MR MACPHERSON: We are coming to the leaning 
egain, 

THE CHAIRMAN: Mr, MacPherson is teking ea short 
cut. 


MR EVANS: The only thing thet enables the 
Cenadian P cific Railway to pay e dividend today is this 
Other Income, 

MR MACPHERSON: Well, that of course will be in 
due course, this leaning srgument to which Mr. Liddy re= 
ferred this morning, which is an argument, and which in 
due course we will discuss, 

Q. Now, I suggest, Mr. Liddy, taking these companies 
-- and I ask you to correct these figures if I am wrong in 
them -- according to your Annual Report the Cansdian 
Pacific owns 43 wholly-owned rail subsidiaries; 
thet there sre 16 controlled rail companies in addition--- 

THE CHAIRMAN: Are all these in Canada? 

MR MACPHERSON: No, not all in Canada, but the 
majority sre in Cenede, my lord. I have a list. os them; 
they are listed in the Peport, as a matter. of fact. 

Q. That there are three jointly controlled rail 
cotibantices that there are fourteen leased railways -- 
that is, fourteen railways in which the C.P.R. has no 
investment by way of ownership of common stock or ownership 
of bonds, Wut on which it has leases; that there are 


thirteen wholly-owned non-rail subsidiaries; that there are 
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ten controlled non-rail companies; and that it is a fact 
that a number of these companies, which, es I total them, 
total 99, own other companies? 

A. Outright, you mean? 

Oae uth eho... ses , 

A. You ere speaking of this? 

Q. Well, I am speeking of this whole list. There are 
some of these companies that actually own outright other 
companies? 

MR O'DONNELL: You mean the list in the Annual 
Report. 

MR MACPHERSON: Yes; for the record, the Jisceis 
listed in the Annual Report at peses 2220n., 

Q. My question now to you, Mr. Liddy, is that some of 
these companies that are owned wholly or controlled, in 
turn own other companies? 


THE CHAIRMAN: They would be grandchildren of the 


MR MACPHERSON: Grandchildren, yes, my lord. 

MR EVANS: They might be stepchildren, 

MR MACPHERSON: Well, some of them might be step- 
children, and some of them might be illegitimate children, 
perhaps. But, in any event--- 

THE CHAIRMAN: They a11 have to be teken into 
account, 

MR MACPHERSON: Yes, they all heave to be taken 
into account; that is my position. 

Q. So that, Mr. Liddy, the position is that es against 
1885, when this balance sheet was drewn to which we referred 
this morning, there was the one company then, wasn't there? 

A. Wertll, there were very few, anyway. 

Q. Very few; and it has grown, the company has grown, 


end its interests have become very much diversified? 
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Haws Yes, | Lt tis (rather tribute to the company that--- 

Qoeienything that i Soy ies not detracting in any sense 
from the accomplishment. I am Simply dealing with the feet, 
Mr. Liddy, and then Seeing how, in endeavouring to solve our 
trensportation problem as to rail, it applies. The fact is 
thet today your interests are meny 88 @ company, 28 e cor- 
poration, and they ere varied? 

Am XCS. CS lx; 

Q. You are interested in rail in 9 great way, 2S you 
were in 1885? 

Ass Yes; isir; 

@. You are interested in hotels today? 

Ae Yes, sir, 
Q. And steamships? 
A Yespesir. 
Q. Restaurants? 
A Yes, sir. 
Q Communications? 

Yes teire 

Q.- Commercial paper? 

A, We have made the Canadian Pacific known in all 
corners of the earth, 

@. Yes; and Canade to a degree as well? 

i. Ji hopes sox 

Q. I am giving you credit for a1] this, and I em not 
detracting from it. 

AY Le know you wouldn't. 

Q. But I am coming back to our transportation problem. 
Now, some other interests: elevators? 

A. Yes; the elevetors are in rail, of course. 


- stockyaerds? 


Yes, we have an interest in the “lberta Stockyards, 
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» Pocking plants? 
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ie Well »sHotaguite as Such, I don't think. We have 
8 Slaughtering house in Montreal, East End Abbatoirs, 
Q. Air lines? 
A. Yes. They are losing money just st the present 
time. 
Q. Trucking companies? 
Yes cCsir: 
Q. <Are they losing money? 
A. I think they are, 
Q. Buses? 
A. Yes, I think we have some highway buses. 
Q. Ferries? 
saint 
A. We have ¢.John to Digby. I don't know whether 
you would call that a ferry or not; 
Q. Tugs? 
Petes == "BC. (Coast Service. 
Q. Trust company? 
A. Yes, 
Q. Mining companies? 
Yess 
Q. And real estate? 
A. The way you put it, there doesn't seem to be any- 
thing left in Canada. 
| @. You cover the waterfront. 
| THE CHAIRMAN: Q. I notice you refer to this Nova 
Scotia passageway es a ferry; how do you refer to the Von- 
couver-Victoria? Is that a steamship company? 
‘, That is a steamship company: but Mr. MacPherson 
was asking me if we had ferries. I had a little difficulty 
Just recalling where there was a ferry, unless he was think- 


saint 
ing of ‘this John to Digby, but we describe it as 3 


Steamship. 


Q. You describe it as a steamship company? 
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s tne> Ls right, 


A 

Q. It is a company, is it? 

A No, no, not a company, 

Q. Just run your own Ships scross? 

he wilGetoiserieht, 

Q. Use them as ferries; you use your own ships, you 
as ferries? 

Re It could be called s ferry service from Saint 
ve Digby, initia b. comes-=- 

Qe atu teaupert of your railway service, is it? 


Ae GN. Uo Leirot. in oun railway accounts. 
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(Page 17210 follows) 
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A. No, the operations of that line, because I presume 
it is salt water, I am not sure. They are controlled by - 
is it the Maritime Commission? They don't report to the 
Board of Transport. 

THE CHAIRMAN: There is such a body. 

MR. MacPHERSON: Q. Now, Mr. Liddy, when this 
money was put originally into each of these ventures, would 
To estore vo say, cna the Original intention of the investors 
was to further the railway end of it? 

A. I would not say so, Mr. MacPherson. A lot of these 
things had a complementary effect on the railway. Asa 
matter of fact, it would be very difficult to conceive of 
any investment made in Canada that would not help the rail- 
ways, whether you put it in the pulp mill or what have you, 
but I think these investments were made really to fullrid 
Somewhat the contract, and that is to maintain this railway 
and operate it efficiently forever. 

Q. What I am coming to this is this. We are interested 
in rail. I am interested particularly in rail, endein 
transportation rates, as you know. 

Al EVES, Sir, 

Q. Now you have made it clear in your evidence, I 
think, that there has developed a situation where you have 
to look at it from the standpoint of the Treasury, the 
corporation and the railways. 

THE CHAIRMAN: Would you please repeat that? 

MR. MacPHERSON: I have said, my lord, that Mr. 
Liddy has made it clear in his evidence, I think, here, that 
the corporation has grown to such an exte nt in the variety 
of its interests, that he must look at ‘it, representing the 


Treasury, from the standpoint of the cor,po ration and from 
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the standpoint of rail as such. 

A. That has been our Submission, yes, that when you 
come to test rail rates which are concerned’, that you look 
at the rail investment and you look at the rail returns, 
and you decide Scar: they are reasonable or not reasonable 
and what should be done about it. 

Q. I have gone into this and I don't want to repeat ta, 
and I know you don't, but it is the fact that the road was 
Originally built because of the necessity of joining British 
Columbia to the rest of Canada and for the purpose of 
developing all that western country. 

A. And we were given a charter at that time, and that 
charter was broad I think. It had broad rights and whatever 
that charter contained and what hag been supplemented with 
it, we have gone into, yes, sir. 

COMMISSIONER INNIS: Has it been amended to increase 
the powers of the Company? 

A. Yes, but I think proabably counsel ought to answer 
that question. 

MR. EVANS: There have been a very large number 
of amendments to our Act, and it is a book of some thickness. 
Then too the charter was of rather a special kind. 

THE CHAIRMAN: I think your point is, there is 
no question at all of your powers. 

MR. EVANS: No, no, they are very broad. 

COMMISSIONER INNIS: They are not powers in the 
charter; there is power to amend the charter. 

MR. EVANS: There are very broad powers in the 
charter because of the kind of charter we Got. We got a 


Royal Charter which is a little different than most 
companies have. Then we have special powers in other 
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amending statutes, steamships and hotels, telegraphs and so 
on. 

THE CHAIRMAN: Mr. MacPherson, may I ask you now. 
I understand the line on which you are proceeding, but have 
you also in view something positive in the way of establishing 
a basis for rate structure, that you intend to bring out 
later? 

MR. MacPHERSON: My lord, the question - - 

THE CHAIRMAN: I don't want to know what it is, 
but whether you intend - - 

MR. MacPHERSON: Well, the question of rate base 
has been raised, and I am bringing out that which I wish to 
argue from in the matter of any discussion of rate base. 

THE CHAIRMAN; That is, you have before you what 
the Company proposes, and you are Criticizing W045 land 
analyzing at . 

MR. MacPHERSON: That is right. 

THE CHAIRMAN: Well, I would just like to know 
whether you yourself intend to propose any alternative 
tO US as a rate basis. I don't want to know what it is, 
but I want to know if there is such a thing. 

MR. MacPHERSON: I shall be discussing that, 
certainly, at some length in argument. 

THE CHAIRMAN: All right, because otherwise ‘iit 
would be interminable wouldn't it?, 

MR. MacPHERSON: Yes. 

THE CHAIRMAN: I mean, if the Board, every tiime 
an application was made, had to go all over each time 
these various things that we are going over now. I am 
wondering whether we cannot put an end to all that ana 


arrive at some basis. 
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MR. MacPHERSON: My lord, I think the position 
Or the approach of all of us, railways and provinces alike 
to this problem at this time before this Commission, should 
be one of endeavouring to arrive at Something that is going 
to be beneficial in the future. Our friends and ourselves 
have fought very Strenuously before the Board of Transport 
Commissioners in the last two or three years on this question 
of rate base; our friends taking the position as to what 
they had established or what they thought they had established 
by way of rate basis, and we on the other hand asserting 
with equal vehemence that they had not established it. But 
sooner or later the Board has been proceeding on the basis 
of requirements in connection with railways; and sooner 
or later the question of rate base, in fairness to every- | 
body, will have to be determined. It is what will constitute 
that and how it is to be established and what is in this; our 
friends arguing that what they suggest here as $1,021,000,000 
is reasonable, and we saying, NO, s2b: 18 not. 

MR. EVANS: But I would like to make it clear, that 
we are not asking the Board or this Commission to establish 
that in this proceeding. 

MR. MacPHERSON: I know. 

MR. EVANS: And really I am most anxious to avoid 
objecting to the line of cross-examination, not because I | 
have any fear of what may come out of it, but because I 
do-feel that. this is a matter that mus? inevitably come 
before the Board in a subsequent proceeding. So far as it 
may be purely informative for the Commission, I have no 
objection; but with your lordship I rather suggest that there 
must be some end to it, because I have no doubt that if 
these questions were gone into throughout the years, as Mr. 


MacPherson has gone into the first two or three years of the 
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Company's history, we might be here for several months on 
that one question alone. 

THE CHAIRMAN: I am not finding fault with Mr. 
MacPherson. 

MR. MacPHERSON: My lord, I have gone into the 
question of the first two or three years of the Company's 
history for various reasons, which I will try to make clear 
to my friend and to the Commission later. 

THE CHAIRMAN: Now, go on, Mr. MacPherson. 

MR. MacPHERSON: Q. I am coming now to this point, 
Mr. Liddy, that at the time the road was built, the Company 
had a monopoly of freight and passenger traffic. 

A. In Western Canada? 

Q. In Western Canada. 

A, dfeyourcanveal) 2 monopoly something that is very 
small, yes. 

Q. Well, so far as transportation is concerned, in 
the past few years, there have been quite violent changes, 
have there not? 

A. In the traffic volume? 

Q. Not in traffic volume, in means and methods of 
transportation. 


A, Well, there is a growth or trend of this and that, 


Q. And is that as far as you would like to go, for 
instance with trucks? 

A. Well, really, you have got an accountant here, Mr. 
MacPherson. I don't know that I can help you with trucks. 

Q. Well, I am pointing this out to you.You are an 
accountant and you are the Assistant Comptroller? 
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Q. And you are the man who has to do with the treasury, 
and they should be, and I think you will agree, must be, the 
most realistic men in dealing with problems of a corporation. 

A. We tell the financial man how much money he should 
have in the treasury too. 

Qa new ts whet I thought. 

m- He Keeps it though, 

Q. Now, I am speaking to you in that position, as the 
accountant, and saying to you that there have developed since 


1885 and particularly in the last twenty years, new forms 


of transportation, passenger and freight, in the formaes 


airplanes and trucks and buses. That has been a develop ment 
in the past twenty years, seriously? 

A. Yes, I think that is a correct statement. 

Q. And the company has itself gone into these various 
lines of endeavour, hasn't it? | 

A. Yes, to see what is in them. 

Q. To see what is in them? 

A Yes < 
Q. You are in the air transportation business today? 
A Yes, to see whether or not there is going to be any 
future in-thay. Or not. 

Q. And you are in the trucking business today? 

A. For the same reason. 
THE CHAIRMAN: 

You are still in the experimental stage with all 

those? 

A. I take it - that is the way I would appraise it. 

MR. MacPHERSON: In both of these? 
A. But it is out of my ordinary element. 
Q. Mr. Liddy, what I am comimg to is this. You after 


all are looking after the treasury, I think that is your 
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standpoint. 

A. I think you understand exactly how I stand. 

Qi. = Yes ,,.ol mean; syou- are giving evidence on behalf of 
the Comptroller in that regard? 

Aveeimet Ts right: 

Q. And my point is this. The development of trucking, 
for instance, truck competition has been a very serious 
development insofar as the railways are concerned in the 
past twenty years? 

A. Yes, it is,particularly the upper strata of our 
highway traffic, it is very serious. 

Q. Now from the standpoint of the treasury again, 

I am asking this, and I think probably you were coming to 
the very meat of the discussion of the transportation 
problem. Has it been considered by the treasury, whether it 
is wise to try to get all the traffic, or whether , on the 
other hand, the Company might as well accept the situation 
that trucking is here, and is part of the transportation 
Picture today. 

A. Well, I really must apologize to the Commission 
for not being more intelligent on that question than perhaps 
you attribute to me; but, as I say, we have made certain 
investments in trucking companies, trucking services, 
Sirlines, vand souony ‘towee what tes tn it. shathink oe 
main attempt is to coordinate trucking services with the 
railway, all on the theory thet the railway traffic is 
bound to be the cheapest form of transportation for a long 
distance. I am now talking of freight. 

Q. Yes, and that is exactly what I am coming to, the 
long distance, because we are a long dlistance here from the 


people I represent. 
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Me Now, Le Tt is possible to co-ordinate the trucking 
services with that and avoid building branch lines and avoid 
perhaps stopping trains at every little Station along the 
right of way, we want to see what is in that business, and 
to see whether or not we can keep railway transportation at 
a minimum; because our whole life blood depends upon this 
railway plant that we have, and we are doing everything we 
can to protect that railway plant, to protect its future, and 
to build it up along sound economic lines. 

Q. Mr. Liddy, I am not blaming you at the moment for 
being in the trucking business,nor being in the airplane 
business. I an Simply asking this question, whether through 
the treasury, you have considered that the company may be 
following a mirage in trying to get all the traffic; whether 
there has not been that development in transportation where 
you should abandon perhaps part of the field to the trucks 
and cerry On With that long haul traffic that you mentioned 
yourself, and which concerns us. 

MR. EVANS: Surely you ought to be fair to Mr. 
Liddy. How can Mr. Liddy say all the considerations that 
have gone into the comsideration by the Board of Directors 
as to why they went into a particular line of endeavour? 

THE CHAIRMAN: I just wonder whether you are 
adressing your questions to the proper witness, Mr. MacPherson, 

MR. MacPHERSON: Well, exsepting--- 

THE CHAIRMAN: Mr. Liddy is here for a specific 
purpose. | 

MR. MacPHE:RSON: But this is after all perhaps 
the very meat of the problem we have. 


THE CHAIRMAN; Yes, I know. Is there anything 


you can suggest abou't that, Mr. Evans? 
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MR. EVANS: Well, we had here, Mr. Walker, and 
Mr. Crump, who are both members of the Board of Directors 
and were on the Executive Committee, and they certainly 
would, I would have thought, been better able to answer 
this kind of question than Mr. Liddy. We shall have Mr. 
Newman, and I think Mr. Newman might have a considerable 
amount of knowledge from the Research Department angie. =i 
would certainly expect that the kind of question Mr. 
MacPherson puts to Mr. Liddy is not the kind of question 
that could be answered by him. 

THE CHAIRMAN: Then will you undertake that Mr. 
Newman will be in a position to answer Mr. MacPherson? 

MR. EVANS; If I get the question. 

THE CHAIRMAN: Is that all right, Mr. MacPherson? 

MR. MacPHERSON: Yes, my lord, I might just say, 
that I was unfortunately ill at the time that Mr. Walker 
and Mr. Crump were on the stand here, or I would have asked 
the same question of them, that I am now addressing to Mr. 
Liddy. 

THE CHAIRMAN: Well, Mr. Evans tells us that 
Mr. Newman will be qualified to answer. 

MR. MacPHERSON: That is quite satisfactory tm 
me, my lord, All I wish to be done dn this connection is 
to ascertain what I think the Commiission must give 
consideration to, whether there tne not be in some measure 
an integration of trucks and rail, -and whether or not under 
the circumstances and in the evidence that is before the 
Commission the Railway Company as such. may be following 
a mirage, as I have put it, in trying to get all the 
traffic of all kinds, having regard to the fact that we 


are now in a different age, so to speak, and not thinking 
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flippantly of the matter. 

THE CHAIRMAN: You mean, Setting all the traffic 
of all kinds? 

MR. MacPHERSON: Of all kinds. 

THE CHAIRMAN: For the railway? 

MR. MacPHERSON: For the railway. 

THE CHAIRMAN: Not for its other - - 

MR. MacPHERSON: No, for the railway. 

MR. EVANS: That kind of question, I would Say, 
is impossible for anyone to answer. He postulates two 
things, you see: first, that we are trying to get all the 
traffic at any price, and, second, that there is a mirage 
there. Now, those are all postulates. to this, and to 
answer the questiors likewise, you have to accept the 
postulates or else you have to say you cannot answer them. 
That kind of question I would object to being made to 
anybody. 

MR. MacPHERSON: Well, if it is not a proper 
question - - 

THE CHAIRMAN: Always remembering that we are not 
in coury, you see 

MR: EVANS?:: No, siz. 

THE CHAIRMAN: If we can get any useful informa- 
tion, even by way of mirage, I think we ought to have it. 

MR. EVANS: We are quite happy to do it, and, 
quite obviously (Iwant to say this) we are not trying to 
get (all the traffic at any-price. 

THE CHAIRMAN: No, you have salways told us that. 
You only want traffic that compensates you to some degree. 

MR. EVANS: Quite so, and Mr. Liddy has given 


an answer that I think satisfies Mr. MacPherson. He says 
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we are trying to see what we can do with these new instru- 
ments of transportation. Quite obviously that is about all 
anybody could tell him. 

MR. MacPHERSON: Well, my lord, I will not pursue 
Homurcner, but. do. think’... - 

THE CHAIRMAN: I am not stopping you. 

MR. MacPHERSON: But I think it is a matter of 
great concern to all of us. As I say, I don't want to be 
unfair to the railway. The railway started out, as Mr. 
Liddy has stated and as we know, with a complete monopoly 


of the traffic along the line for many years. 
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THE CHAIRMAN: In western Canada? 
MR. MACPHERSON: In western Canada. 

Q. Now the situation has changed in transportation 
in the past few years. The company has extended itself 
in all these lines; for good or ill, they have extended 
themselves, They have become a regular transportation 
drugstore, so to speak. They handle everything. 

MR. EVANS: If we didn't, you would be the 
first to criticize. 

MR. MACPHERSON: I am not criticizing at 
the moment. 

THE CHAIRMAN: You mean outside Canada as 
well as inside? 

MR. MACPHERSON: Yes, my lord. What I am trying 
to do at the moment is to look at the situation in a 
manner that will result in some solution of our 
transportation problem, and in a way that will enable 
the railways to perform the function that I think it 
was intended they should perform, that is the long haul 
function, which they must perform so far as our country 
is concerned, 

THE CHAIRMAN: Well now, so far as you are 
concerned you can continue to ask Mr. L,ddy his 
opinion on this point, but we know now that Mr. Newman 
ig coming. 

MR. MACPHERSON: Mr. Newman is coming; I 
will deal further with Mr. Newman. What I have said 
in this connection is not necessarily being said in 
criticism of the company. I have been asking Mr. Liddy 
questions from the standpoint of the treasury, whether 
or not consideration has been given to those studies 


on the part of the corporation that would indicate that 
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the integration of these different forms of transportation 
might mean the abandonment of certain fields in these 
new forms of transportation, 
MR. EVANS: You understand Mr, Liddy is not 
in the treasury? 
MR. MACPHERSON: He Speaks for the common POG. 
MR. EVANS: He Speaks for the accounting 
department. 
MR. MACPHERSON: ‘The accounting department. 
Q. Mr. Liddy I might ask you a question about 
trucking. Exhibit 75 shows you have taken over 2700 
miles of routes in western Canada? 
Be There was an Exhibit put in by Mr. Crump, was 
there? 
Q. No, I think Mr, Frawley put it in; Mr, Crump 
OPO Cnt i 
THE CHAIRMAN: 2700 miles? 
MR. MACPHERSON: 2700. 
THE CHAIRMAN: The C.P.R.? 
MR. MACPHERSON: Yes. 
THE CHAIRMAN: In Alberta? 
MR. MACPHERSON: And Saskatchewan. 
THE WITNESS: . And Manitoba. 
MR. MACPHERSON: And British Columbia too. 
The Dench and Company head office is in Calgary; it is 
one of these companies. The 0.K. Valley Freight Lines 


Limited, Penticton; and the Canadian Pacific Transport 


“Company, Limited, head office in Montreal, I believe. 


THE WITNESS: Brandon? 

MR. MACPHERSON: Q. Well there is an office 
in Brandon but I think the head office is in Montreal. 

MR. EVANS: Of the Canadian Pacific Transport 


Limited, yes. 
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MR. MACPHERSON: Q. ‘There is apparently 
a Brandon division and a Shaunavon division? 

A. That is what the Exhibit shows. 

Q. You know these companies are owned by the 
railway? 

A. I know we have companies. I don't know whether 
all these routes are ours or not. I haven't checked 
them, Mr. MacPherson, but we could undertake to check 
them, if they haven't been checked. 

Q. rors -aiready in as “an SExnipit! 

MR. COVERT: I think, Mr. Chairman, as a 
matter of fact the railway gave us complete information 
on that; that is my recollection. 

MR. EVANS: I know we had asked for it, and 
I thought we had given it. 

MR. MACPHERSON: I think it corresponds with 
ib, dees 1b nov, Nre Covert? 

MR. COVERT: I think it was given to us in 
much greater detail than is shown in that Exhibit. 

MR. MACPHERSON: In greater detail than this? 

MR. COVERT: Yes. 

MR. MACPHERSON: Q. I want to point out in 
connection . with trucking that Dench and Company 
operates from Lethbridge to Regina, a distance of 
438 miles... 

A. They don't go into British Columbia at all 


sir? 


MR. SINCLAIR: Yes, they do. 
MR. MACPHERSON: Yes, Cranbpook to Kimberley, 


and Lethbridge -- 
THE CHAIRMAN: Do they operate in eastern 


Canada? 
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MR. MACPHERSON: No, they do not. 
Q. What intrigues me about the Dench Company 
is that it operates from Lethbridge to Regina, a distance 
of 438 miles, and the Canadian Pacific Transport 
Company operates from Regina to Shaunavon; from Eastend, 
Shaunavon, Gull Lake and Regina. That would mean 

the seme company would Operate -- the two trucking 
companies would operate from Gull Lake to Regina, a 
distance of 200 miles --9 

MR. SINCLAIR: Who says they run that way? 

MR. MACPHERSON: Well, don't they? 


MR. SINCLAIR: Does that show that they do? 

MR. MACPHERSON: No; I am asking Mr. Liddy. 

THE CHAIRMAN: You say they parallel each 
other from Gull Lake? 


MR. MACPHERSON: There is only one highway 
there. 

THE CHAIRMAN: Both companies were acquired 
by the Canadian Pacific. 

MR. MACPHERSON: Both were acquired by the 
Canadian Pacific. 

THE CHAIRMAN: One is Dench, and what is the 


other? 
MR. MACPHERSON: The Canadian Pacific Transport. 
MR. EVANS: Dench came as a subsidiary of the 
Canadian Pacific Transport Company. I assume what 


my friend is trying to infer is that because we have 
Said we own some hundreds of miles of routes, that we 
are trucking from one end of them to the other in 
competition with the railways. I assume that is 


what he is trying to infer. 
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MR. MACPHERSON: What I am merely pointing 
Cul Miriwonrd : tsathis:,. that as far ae trucking is 
concerned we now have an instance of one company being 
wholly owned by another. The Canadian Pacific Transport 
Company Limited wholly owns Dench Company. 

MR. EVANS: We admit that. What is the point? 

MR. MACPHERSON: I will come to the point. 

MR. EVANS: It takes you a long time to come 
torlt. 

MR. MACPHERSON: Oh, not so long. 

The position, 1s so far as the Canadian Pacific 
is concerned it has set up its own trucking lines, and 
it should have learned something from them. I have been 
trying to find out from Mr. Liddy, and financially he 
has indicated that he believes they are losing money. 

MR. EVANS: The railway is losing money too. 

MR. MACPHERSON: Q. ‘Then, if they are both 
losing money, has any consideration been given, Mr. 
Liddy, that you know of -- if you don't know,just say 
so -- as to the desirability of maintaining either 
the one or the other insofar as any type of traffic is 
ceon¢erned 

A. I do know that consideration has been given 


and is continuing to be given to that problem, and I can 


quite assure you, Mr. MacPherson, that when the decision 
is reached that we should be in the trucking or out of 
the trucking, that we will take the decision, but the 
time is “hes eer RY to say whether or not we should 
or should not be in that line of business. 

Q. So far as the trucking is concerned naturally 


it would deal with what we call your l.c.1. traffic, is 


thae noturiznt? 
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A. Well, you probably know more about 
this trucking business than I do, but I would say it 
was largely MICe Le EGYWOUTa be very exceptional if 
there was large quantities Of b, 

Q. Well, on the question of petroleum, I will 
put this to you to indicate the problem as it affects 
the people of the province that I come from. On the 
question of petroleum PLOcuc ts 4. 8G brought out in Mr. 
Jefferson's evidence that under agreed charge the cost 
of moving petroleum products from Sarnia would be 94 
cents for fifty miles, from Calgary 12 eents, from 
Regina 26 cents, or Portage or any of these other towns 
26 cents. The man who pays the freight has no control 
over agreed charges at all. 

A. He enters into a contract, 

Q. Not a man who uses the petroleum products? 
pat really Mr. MacPherson, I couldn't help you on 
that kind of problem whatsoever, because my whole 
training and my whole experience has not been along these 
crat fie. lines: \ you may as well ask a newspaper reporter 
these questions. 

@. I am asking you from the standpoint of dollars 
and I am also asking you whether you have, for instance, 
Sat down to discuss these problems with Mr. Jefferson? 

A. I have given you my answer to that, that we 
are continually studying these things. We have monthly 
reports of the operations of these various trucking 
firms, and we are certainly looking at the problem as 
to whether or not the Canadian Pacific is wise or as 
not wise to be in that kind of business. 

Q. I just want to go back for a minute. I have 
a note here in connection with a matter that I discussed 


this morning, in connection with land surplus. Actually 
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Exhibit 190, apart from the matters that I referred to 
this morning, does not show all the dividends that were 
paid to the shareholders over these years from 1885 to 
1948? 
A. Except for that one exception, they cover this -- 
Q. Out of Land Surplus, waS there not another payment 
Of Onewpericentspaid for a period of four years, 1907, 
1908, 1909, and 1910? 
THE CHAIRMAN; That is in addition to those 
Shown here? 
MR. MACPHERSON: In addition to those shown here. 
COMMISSIONER INNIS: Not included in the six 
per cent? 
MR. MACPHERSON: That is right. 
THE CHAIRMAN: The question is, why were 
not these items included in the six per tcent? 
MR. MACPHERSON: Yes. 
THE CHAIRMAN: Or in that column? 
MR. MACPHERSON: Q. If you look at --? 
ee The Annual Report, Mr. Chairman, for the 
company, for the year ended June 30, 1907 sets out 
the six per cent dividend for that year, and makes 
a note at the bottom of it which reads: 
"In addition to the above dividend 
on ordinary stock one per cent was declared 
from interest on land funds." 
It would appear that there must have 
been some interest accrued on land funds, and they paid 
one per cent dividend from that source. 
Q. Now, Mr. Liddy, I suggest to you that the 
Same is true in 1908, 1909, and 1910, and that for 
these four years there was a one per cent payment made 


to the ordinary shareholders, which does not appear 
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in’ that columcat eld. 

THE CHAIRMAN: Out of land funds? 

MR. MACPHERSON: Yes, out of land funds. 

THE WITNESS: Well, it has been pointed? out to 
me that in 1911 these dividends were charged to the 
Land Surplus Account, which is not an account that 
is shown on this Exhibit 190. 

MR. MACPHERSON: Q. What I am getting at, 
Mr. Liddy, is that this Exhibit 190 presumes to im icate 
to the Commission what was received by the ordinary 
Shareholder by way of remuneration through the company 
by virtue of his being a holder of stock in the company, 
and I am pointing out here now, as I did this morning, 
that there are errors and omissions, and this is one, 

A. “ I don't know whether it is an error, 

The Land Account is not in there, and as I Say, these 
amounts were charged to the Land Account; but I will 
go this far with you, Mr. MacPherson, that the 
statement would perhaps have been much clearer if we 
had added innumerable notes to it. The only purpose 
I had in submitting that ' statement was to give a 
broad and quick bird's eye view of railway operations 
essentially, and of some of the corporate results in 
respect to those items set out. 

Q. iam sugeesting.to you, Mr. Liddy, that in 1oc7 
in addition to the amount set out for that year as paid 
to the ordinary shareholders, namely, “! $7,300,800 odd, 

there was an additional sum of $1,216,800? 

A. Yes; and I am suggesting to you, sir, that 
you will find that that is transferred to Land Surplus 
in the year 1911. 

Q. I don't care where it was transferred from, 


Mr. Liddy. All I am pointing out is that that colum 
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does not truly reflect what was received by the ordinary 
Shareholder, 

A. That column reflects everything that was 
received by the ordinary shareholder, except to the 
extent that the Land Surplus is not in here, and I think 
if I were making this statement out again I would put it 
in, because it would be more informative. 

Q. I know it is not intended to be misleading? 

A. We would have no purpose -- 

Q. I am not suggesting that for a moment. 

All I am suggesting is that there is, in these first two 
years of 1907 and 1908, omitted as to what was paid to 
the ordinary shareholders, a sum in each year of 
$1,216,000, and in the last two years, 1909 and 1910, 

the sum of $1,500,000 odd. 

A. When we made up Exhibit 49-49 in the Rates 
Case, we had a note covering that very point, and if 
I was making up this Exhibit -- 

THE CHAIRMAN: Q. A note on the Exhibit? 

A. Yes, And if I was making up this Exhibit again 
I think I would put a note on here. The Exhibit goes 
pack to 1885, and it would take more notes than you 
would have statement when you got through with it, 
and still they would not answer ten per cent Of ste 
questions that would arise. 

MR. MACPHERSON: Q. In any event, taking those 
four years and adding one per cent out of land in 
addition to what is set out there in dividends declared 

ordinary, . to give a total over the years, you 
would have to add an additional $5,300,000. 

A. That is right; and I am glad to know that. 


It indicates that the company received -- 
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Q. It is $5,433,600 
A. -- that the company had a longer period 
of reasonable dividends than I haa understood before. 


THE CHAIRMAN: Are those the only years, 


Mr. MacPherson? 


MR. MACPHERSON: These four years, my Word, 
THE CHAIRMAN: We will take recess. 


---Recess. 


(Page 17232 follows) 
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-=-Upon resuming: 

MR MACPHERSON: Q. Mr. Liddy, just on the 
matter of ordinary capitel stock -- I am looking at 
Statement AG’ to-Exhibit 196, 49-49 -- there were three 
Separate periods in the history of the company when there 
were Sales of stock made; I suggest to you from 1881 to 
1885 there wes $65 million? 

Aus ¥ CS... 81.2. 

Q. And then from 1903 to 1915 there was $195 million? 

ies he Sigs OT. 

Q. And then in 1928 to 1930 there was almost $75 
million? 

A. That is right -- exactly $75 million, I guess. 

Q. Exactly $75 million, thet is right. Now, Mr. 
Evans raised the question this morning about the discounts 
in the early years. There is a column on that page A6 of 
49-49 which shows the discounts in the early years and then 
the premiums in the latter years, and it ended up with a 
premium, net premium, of $78,475,000? 

A. Yes. 

Q. Net, yes. 

A. That is. on the ordinsry stock. 

Q. That is on the ordinary stock. Thet is to say--- 

COMMISSIONER INNIS: What was the total premiums 
and total deficits? Is that there? 

MR MACPHERSON: The total deficits, the total 
discounts--- 

COMMISSIONER INNIS: Discounts, I mean. 

MR MACPHERSON: They are all here. They are not 
totalled. About $35 million were the discounts, end then, 
starting, there were no heavy premiums, as the exhibit 
shows, until the year 1914, on the sale of stock. 

Q. There was a premium of $45 million that year, Mr. 
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) Liddy? 
A. Yes, on an issue of $60 million. 
Q. On an issue of $60 million there was a premium 
of $45 million? 
ne, Mhetulseright: 


Q@. There had been 5 premium the year before, in 


1914, of $2.8 million on en issue of $2 million. Then 
in the latter sales, in 1928, '!29 ona '30, there was a 
premium of $17,623,000, $24,854,000 ana $3,416,000, on 
Sales in those three years? 

A. That is when the prices of our stock were selling 
between 150--- 

Q. And 170? 

A. That is right. 

Q. And I think, in fairness to the compeny, much of 
these sales were made to the employees at that time? 

A. There were some made to employees, yes. 

Q@. Wasn't there a special arrangement by which in 
those three years employees bought stock? 

A. Yes, there was a special arrangement, but I 
could not say whether much of that -- I doubt very much is 
you could say much. 

Q. You would not sey much? 

A. But some of it certainly was, because I bought 
some myself. 

COMMISSIONER INNIS: You mean employees did not 
psy the premium? 
MR MACPHERSON: Oh, yes, they paid the premium. 

Q. They paid the premium, es I understend it, they 
paid the premium and were given the opportunity, as I 
understand Age Mr. Liddy, of paying it in instalments over 
a period of years? 


A. That is for the employees only. 
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Q. Yes, 

COMMISSIONER ANGUS: Q. When there was a premium, 
the premium was in excess over the par value, wasn't it? 

Ha” (Ob, yes, sir. 

Q. And quite consistent with there being an issue of 
Stock somewhat below its market value; I mean, the right to 
Subscribe to the stock might still be valuable? 

A. Oh, yes; yes, that is TIEN Gs 

MR MACPHERSON: Q. The sale was, the issue price, 
as statement A6 shows, 150, 150 to 170, and 1703 that was 
before the shares were Split, Mr. Liddy? 

A. Yes. 

Q. And that wouldbe on the basis of 100 par? 

A. Thet is right. They ere now Split four to ones 

Q. Now, Mr. Liddy, I referred this morning to the 
question of donations, 

In that connection, there ere certain cases that 
I want to refer to the Board, dealing with the position 
of donations in the matter of rate tase. For the informa- 
tion of the Board, I wanted to read these, One is a 
decision--- 


THE CHAIRMAN: Is there any particular part of the 


Canadian Pacific brief to which you could relate these cases? 


MR MACPHERSON: No, I do not know that there is, 
excepting baat the Canadian Pacific have asserted and can 
argue, and there is an argument, rightly or wrongly--- 

THE CHAIRMAN: Just for my own convenience in 
jotting them down. , 

MR MACPHERSON: No, they are not reférred to in 
any part of the brief. The point is to their being entitled 


to a returm on donations, and there is e Canadian decision 


that I wisin to refer to. It is the British Columbia Electric 


Company Li:mited, e decision of the British Columbia Public 
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Utilities Commission, and it is to be found in 53 Public 


Utilities Reports at page ASS, 


Lag mot 


Series, 


paragraph 


THE CHAIRMAN: Is that a British Columbia report? 


MR MACPHERSON; No; it is Public Utilities Reports. 
think it is reported--- 


THE CHAIRMAN: It is Canadian, is it? 
MR MACPHERSON: No? Unis 16 American, 
MR O'DONNELL: A Canadian case, 


MR MACPHERSON: A Canadian case. This is the New 


THE CHAIRMAN: In what year wes the case? 

MR MACPHERSON: 1944, 

THE CHAIRMAN: And what page? 

MR MACPHERSON: Page 455,. 

THE CHAIRMAN: What is the gist of that decision? 
MR MACPHERSON: TI will just read this one short 
from page 455: 


"Donations, customers! deposits, monies on hand for 


payment of taxes, etc., require special treatment. 


These funds sere used by the utility in construction 


or replacement of plant or as working capital. They do 


not represent a decrease in property value or in the 


amount of working cepitsal as defined in this judgment. 


But as the shareholders do not provide these funds they 


are not entitled to 9 return on them. One method of 


treatment is to deduct such funds from the rate base but 


in this case this is impractical. These funds, with the 


exception of customers! deposits, are not related to the 


units of service, and cannot be segregated except on some 


purely erbitrary basis. 


The method used is to treat these funds as non- 


interest-bearing monies snd no return is allowed on them 


in the calculation of the rate of return. The ultimete 
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result to the consumers is the same. Though the funds 
in question are not deducted from the rate base, they 
have 8 compensating effect in reducing the rate of 
return on that rate base," 

Now, that is the British Columbia case, 

In the digest of these reports there are two 
other cases to which I want to refer. One is a decision of 
the Pennsylvania Public Utility Commission, which is 
reported in 40 Public Utilities Reports, New Series, page 
ia 

THE CHAIRMAN: New Series -- that is another 
series? 

MR MACPHERSON: It is the same series as the 
other one. 

THE CHAIRMAN: What year? 

MR MACPHERSON: The year is 1941. Under the 
heading "Donated Capital" this says: 

"On December 31, 1939, the donated capital 
received by respondent from consumers for the con- 
struction and installation of distribution lines and 
other property semounted to $218,368. In the temporary 
order of November 30571937, °.°% we stetedapher 
'To allow such capital as a part of a rate base would 
impose upon consumers the burden of supplying the 
capital in the first instance, then penalize them in 
the future by requiring them to pay rates high enough 
to provide a return on the value of property first 
constructed at their own expense and to be replaced 
at their expense.' Although we made no reduction from 


the rate bese in the temporary order, we now reiterate 


the foregoing position and in our determination of fair 


value will give due recognition to the $218,368 con- 


tributed by the consumers, There is ample legal sup- 
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port in other cases decided by us and by other juris- 
dictions for such section," 

And there is one othep case which is ea later case 
Still, a decision of the District of Columbia Public 
Utilities Commission, which will be found in 65 Public 
Utilities Reports at page 94. This has to do--- 

THE CHAIRMAN: What ig the name of thet case? 

MR MACPHERSON: It is Re Uniform Classification of 
Accounts for Telephone Companies. The section dealing with 
this particular espect of the question says: 

"Statement, in connection with accounting order, 
that contributed plant or plant paid for by cash con- 
tributed by Subscribers or customers of utilities 
although belonging to the utility, should not be in- 
cluded in the rate base," 

THE CHAIRMAN: What is the year of that? 

MR MACPHERSON: 1946, my lord. 

Q. Now, Mr, Liddy, you filed another exhibit here to 
Which I want to Yerer., ends thaty was-~- 

MR EVANS: Mr, MecPherson, before you go on: Are 
811 those cases cases of customers! deposits? 

MR MACPHERSON: No, they are not ell customers! 
deposits, 

MR EVANS: Well, I did not want to interrupt you. 

MR MACPHERSON: The District of Columbia case, 
that contributed plant--- 

THE CHAIRMAN: I beg your pardon? 

MR MACPHERSON: Mr. Evans asked if these were all 
customers! payments, and I have pointed out that what thot 
decision says +s: 

" . 4. comtributed plant or plent paid for by cash con- 
tributed by subscribers or customers of utilities 


although belyonging to the utility, should not be included 


a5 


hs. 


~ 
a 
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in the rate base," 

We have not contended that in connection with 
2end.) Lor instance, the company does not own it, 

Q. Mr. Liddy, there was this map, Exhibit 191, which 
you filed, and I want you naturally to psy attention to the 
map from the Standpoint of the Province of Soskatchewan, 
Now, first®of 811, have you ever heard of the Palliser 
Triangle, Mr, Liddy? 

He. Ves 4 site 

Q. You have named your hotel in Calgary after Mr. 
Polliser? 

AY hat Sse rTent ; 

Q. The Palliser Triangle suggests that from e point 
about halfway between Edmonton and Calgary es an apex, a 
line slightly esst of Calgary to the border, and then 
another line from the apex to about Moose Jew to the 
border, is in a very dry farming srea? 

fi. Could you just draw that on my map? 

Q. Yes, I would be Sled to, 

fa Before I say Yes to it, 

Q. It is about halfway between Edmonton and Calgory, 
about here, 

A. You said that was an apex? 

Q. It comes down Something like this. You have heard 
Of chat) and you know of that suggestion, Mr. Liddy? 

A. Yes; thet is Canada's dustbowl. 

@. Conada's dustbowl. And it was known for years as 
en area in which it wes dry farming to e greater extent than 
in eastern Saskatchewan, for instance? 

As Ama still te; 2 guess. 

Q. Btill is. And that is what I suggest to you; it 
Still wos in 1948, the year thet this map was prepared from? 


Ae  M'hm; but we have got irrigation works there now in 
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places. 
Q. You have? 


fh. We did have. 


Q. What I want to point out is this, Mr, Liddy, thas 


in that area if there is a Short crop it is usually very 


Short, and if there igs 5 S00d crop it is usually very heavy? 


A. Well 


» Outside of the irrigated districts I would 
think that would be right, Mr. MacPherson. 

Q. And I suggest to you that if you hed taken the 
year 1942 or 1943 or 1945 on 1946, having regard to the 
crops in the western pert of Saskatchewan the 


t year, you 


would have had an entirely different picture in respect of 


the colour? 


(Page 17240 follows) 
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A. I have before me, now, Mr. MacPherson, grain 
handlings by the Canadian Pacific in the years 1933-48, 
Would you mind repeating those words again? 

1942-48. I started with 1942. 
DeRhaven't got 10%, 


Q 
A 
Q. 1943, is that in that particular area? 
A No. 

Q. Or all over the province? 

A 


- These are our total grain handlings in millions 
of bushels, 
Q. That is all over Western Canada? 
A. Here is the wheat crop if you just want the wheat 
I might put it in the record. 
Q. Well, you can put it on the record if you wish. 
What I am pointing out. is, that you have nothing to indi- 
cate, Mr. Liddy, the production in any particular part 
of the province. Your production covers the whole of 
Western Canada 
THE CHAIRMAN: Is this a question of wheat alone? 
MR. MacPHERSON: Of grain, yes. I mean, that 
what I wish to point out, is this, that these colours, the 
red colours are in the main in districts that during 1948 
had in Saskatchewan, and also in 1947 and in 1949 as it 


happened, very short crops or no crops at all; so the 


traffic would be at its minimum in those years, Swift Current 


and all the western part of the province then, from Moose 
Jaw, west and south. 
. COMMISSIONER INNIS: You suggest the red lines 
would become yellow? 
MR. MacPHERSON: I suggest the red lines would 


become yellow. 
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A, May I refer you, Mr. MacPherson, to page 103 of 

the Canadian Pacific Submission, in the Appendix to) Part. i 
THE CHAIRMAN: What page? 

me rece LOS. in, the Appendix to Part I. This page 
gives the Dominion Government filed figures of the wheat 
crop in bushels for the three Prairie Provinces individually. 
Looking at the figures for 1948, (that was the crop harvested 
in 1948 I take it) for the Province of Manitoba in the year 
1948 there were 57 million bushels, and that was exceeded by 
a million bushels in 1946 (only back to 1942) ;the Province 
of Saskatchewan, there the yield was 191 million and that 
was exceeded also in 1946 by 17 million, it was exceeded in 
1944 byik 51 million ; and 1t¢ was exceeded in 1942 by 144 
million;. In Alberta, the wheat crop in 1948 was 115 million; 
it was exceeded in the year 1946 by 12 million and in the 
year 1942 by 63 million. Looking at the picture as a whole, 
Mr. MacPherson, for all provinces), looking at the total there, 
363 maiiton, that was only exceeded in the years 1946 and 
1944. It was much higher than it was in 1947 and much 


heavier! than 1945,. Taking the map as a whole m« 


Q@. I am not taking the map as a whole though. I have 
Just been taking Western Saskatchewan, with some knowledge 
of crop conditions in the district in 1947, 1948 and 1949. 
A. I see. 
THE CHAIRMAN: Of course, this page does not show 
Western Saskatchewan. 
MR. MacPHERSON: No, that is it, my lord. So far 
as the situation is concerned in Eastern Saskatchewan, it has 
been blessed with very heavy crops in the last three years, 


whereas there has been no crop in Western Saskatchewan; in 
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Western Saskatchewan in the years 1947, 1948 ana 1949, 
the crop has been very light. 

THE CHAIRMAN: What is the point you are making 
out of that? 

MR. MacPHERSON: The point I am making, is that 
these colourings on this map, taking the year 1948, are 
unfair, because if they had been taken for some other 
years, the colours might be mostly yellow. That is my 
point. 

THE WITNESS: My point was, that if you took 
some other year, some other province might have more red 
than is now shown. Taking the map as a whole for the whole 
of the Western Provinces - - 

Q. a am dealing particularly with my own province, 
and I am pointing this out. You have certain lines. There 
is for instance a line from the Southern part of the province, 
from Kildeer to Benches, that is in red? 

AU Veas © Sire. 

Q. There is a line from Big Beaver to Benches, that 
is in red? 

ae Ves. Sip 

Q. So far as the Company was concerned, they would 
both be minus quantities? 

A. They are red anyway. 

Q. You would not think a paying part of the line 
generally that year? 

Pee INO ely 

Q. But they join up, and however short the crop was 
(and it was short in 1948 in that area) when they get on 
this line to Assiniboia as feeders, they transfer the 


colour from red to yellow? 
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A. Well, I do not know whether it is all because of 
thsse two particular branches that you speak of or not, but 
probably some traffic may . move that way, Mr. MacPherson. 

Q. No, I am talking from Benches to Assiniboia, that 
part of the line. 

A Setvnarriserichts 

Q. All those lines are feeders, are they not, that are 
in red and most in yellow there? 

ApviWell,eI don't know. They are feeders to some line. 

Q. And ultimately the number of reds produces a 
yellow and then the yellow produces a green and then finally 
you have this green all the way through your line straight 
east. 

A. The thing is not to have too many reds. 

Op well, is 1t feir to the road in itself to pick the 
road by itself in one year? 

A. Well, we give you a whole map, we do not piek 
it by Atself. 

THE CHAIRMAN: What is your answer? 

Ae THe Says it is unfair to have a red. ' I am just 
pointing out to him, we give him the reds and the yellows 
and the greens. 

Qs Yes, but just for thei one year. 

A. Yes, but his last question gid not have any 
concern with one year. 

MR. MacPHERSON: Q. Yes, it did, that was the 
question. I asked you, Mr. Liddy, if it was fair to take 
for the one year. 

A. Well, I will go along with you in this respect, 

Mr. MacPherson, that if you took a Monger period of ten 


years, you would probably get a pictture that would smooth 
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out some of these little crinkles in it, but the year 1948 
was not picked with any design. 

Q. I am not” Suggesting it was. 

A. It was picked as the last available year we had, 
and a vear in which the general traffic conditions of the 
whole country were fairly buoyant, and a year in which there 
was a fairly good grain crop. 

Q. Well, you can take my word for it, and you can check 
with anybody you wish, as to the grain crop that was 
produced in Western Saskatchewan in 1948. The crop was like- 
wise light in 1947. I am not suggesting that there was any 
design on the part of the railway in picking 1948 as the 
year, but I am suggesting that it does not represent (Ura. 


what can develop from these points over a period of some 


_ years. 
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A. May I ask a question, Mr. MacPherson? With 


your intimate knowledge of the West, are there more years 


in that triangle that have a drought crop than 
have a bumper crop? 
Q. I would say that there are more years 
in that area that have a drought crop than in other 


parts of Saskatchewan, that is eastern Saskatchewan 


or north-eastern Saskatchewan. 

A. Then don't you think we have been quite fair 
in picking a year when there wasn't a drought? 

Q. But there was a drought in that year, in that 
part of Saskatchewan. 

A. They had a pretty good crop for all Canada. 

Q. Yes, and they had a very good crop in 
eastern Saskatchewan and north-castern Saskatchewan. 

A. I would say, where you lose on the swings 
you pick up on the turn-arounds. 

Q. I come back to the point that. so far as the 
higpees concerned 10 does not truly represent the 
Situation over a number of years when you take the 
one year in a dry-farming country? 

A. Well really after I have looked at these 
figures and everything, I don't think it is too bad, 
Mr. MacPherson. 

Q. You don't?) Well, that is all right, Having 
regard to all these lines, there is great variety as 
to the service that is performed on them, is there not? 

A. I would expect that. 

Q. For instance, some of them would have 
very little by way of passenger service. 

Gin Mixed trains, I would think, 

Q. And others, even although they are red, would 


have regular passenger service. 
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Look at the map east from Regina to Stoughton, which has 
a regular passenger service ... 
A. It must go somewhere else, 
“fe Regina to Stoughton? 
. It has a daily passenger service? 


It goes through to Winnipeg. 


: Part of a through route? 


Q 
A 
Q 
A. Well, it is part of a through route. 
Q 
A Wiss. 

Q 


And from Mankota to Olga, there is a mixed 
i. The cheapest form of transportation we can give 


Q. A great many of these branch lines that 


you have in Saskatchewan, were built in the 20's were 


| they not? 
| A. I think we built something like a thousand 
miles in the 20's -- I am not sure of that, Mr. MacPherson -- 
in®the tateceo's. 

Q. As a matter of fact, you had a programme which 
went very much further than anything that was on this 


map, which was stopped with the depression. 


A. That I don't know toc much about. I should 
think that we may have put on paper tentatively many 


plans that we haven't and which we may never carry out 


at all. 
Q. You had the approval of everyone, for instance, 
to the projection of a line away north to Island Falls 
| in northern Saskatchewan? You have no knowledge 
of that? 
| A. PP donttwrecsiic that. 
| Q. Now, Mr. Liddy, as part of the case of 
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the Canadian Pacific, they are Suggesting a $400,000,000 
extension. You are familiar with that? 

A. Well, I am not familiar with the details of 
the programme but I am familiar -- 

Q. With the amounts? 

A. I have heard that expressed in the Freight 
Rates Case and here, and whether it is Still at 
$400,000,000 or whether some of it has been used up, 
I cannot say, Mr. MacPherson, 

Q. You don't know how much,or if any of it has 
been used up? 

A. I have not been dealing with that programme 
at all as such. 

Q. As the assistant comptroller you would have 
knowledge that it has to do, for instnnee, with your 
terminals in different parts of the country, that is, 
part of 15. 

MR, EVANS: It is all in the evidence in 
the rate case. 

MR. MACPHERSON: I know it is. 

Q. Is it the same programme that was proposed 
by the company in the 20 per cent Rate Case? 

A. I couldn't answer that definitely. 

Q You cannot answer that definitely? 

Bee & would think it ds, but I am not sure: of that, 

Q Well, your department has to furnish the 
money ultimately, hasn't it? 

MR. EVANS: We are not committed to that 
programme, Mr. MacPherson. As has been pointed out, 
there has been no decision as a committal to go ahead 
with that programme. Mr. Crump made that quite clear 
when he gave his evidence; he could not make that 


decision until he knew where the money was coming from. 


GH 
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We said it was desirable, but there was no commitment 
to the programme until we knew where the money was 
coming from. 

MR. MACPHERSON: Q. Is there anything in 
the accounts of the company, or have you set up 
anything having to do with this programme? 

A. No, csiirs 

Q. You have, for instance, a terminal in 
Montreal that you are proceeding with at the present 
time. 

A. Yes, almost completed. 

Q. It is almost completed. 

A. That is right. 

Q. Do you know whether or not that was 
included in the $400,000,000 programme? 

A. No, I don't know specifically whether that 
was a part of it or not. It all depends on when the 
programme was drawn up originally. 

THE CHAIRMAN: -Q. Pardon me, what is the 
terminal in Montreal that is almost completed? 

As It is a large terminal, sir, whereby we can 
consolidate a number of smaller yards around Montreal. 

Q. Is it in the neighbourhood of the Windsor 
Station? 

Bae No, it is about five miles west of the 
Windsor Station. It extends from Ballantyne Junction 
to Decarie Boulevard, or near Decarie Boulevard in the 
north end of Montreal. It consists of a ‘hump! 
yard, and of facilities for handling trains. 

MR, EVANS: Mr. Crump, when he was in the 
witness box, gave some evidence and said that it was 
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MR. MACPHERSON: The amount of expenditure, 
I think, was about $11,000,000. 

MR. EVANS: I have forgotten. 

MR. SHEPARD: I think it was $19,000,000, 

THE WITNESS: No, it is not $19 million, 
I think it is $10 or $11 million. 

MR. MACPHERSON: Q. And that work has been 
practically completed? 

Ae The yard will be open for operation I understand 
this summer, 

Q. And the money has been spent then so far as 
that undertaking is concerned? 

A. Yes, ‘Sir. Meow 1.0L 10; 

Q. You do not indicate very much knowledge 
of that programme, Mr. Liddy. I am just wondering 
whether or not there has been any discussion with you 
as assistant comptroller as to what this is going to 
mean in the matter of a draft on the treasury in the 
years to come. 

As Well, I think an important matter like that 
would be discussed very carefully with the vice-president 
of finance, and also with our vice-president and 
comptroller, and I wasn't in on those discussions, Mr. 
MacPherson, to tell the truth. 

Q. Well, do you know, for instance, whether or 
not the programme will mean additional maintenance, 
costs and charges to the treasury? 

A. You mean per unit of traffic handled? 

Q. Whether or not there will be more money that 
you will be required to find for working expenses. 

A I must admit I am a little hazy on this 


} 
programme, Mr. MacPherson, but if some of it is for 
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expenses and new traffic, then there must be brought 


into the picture new facilities requiring new maintenance. 


THE CHAIRMAN: Pardon me. Is this a matter 
that Mr. Newman can tell us about? 

MR. EVANS: Yes; he is going to give evidence 
aS to savings that can be achieved, and he will take 


into account gross savings and any additional maintenance, 


traffic service and so on. 


THE CHAIRMAN: Well, it is about time to adjourn. 


MR, MACPHERSON: My point is, my lord, while 
I am quite ready to ask Mr. Newman questions, the questions 
I proposedito ask Mr. Liddy had ype Pananc evo donee 
want to start asking Mr. Newman some questions as an 
engineer and then find he doesn't know anything about 
finance. 

THE CHAIRMAN: Yes, we will take that up 
to-morrow morning. 


---The Commission adjourned at 4:45 p.m. to meet again 
oneeuesday, Marcneye 1O50,.8t. 10:30..a.m, 
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Ottawa, Ontario 
Tuesday, March 7, 1950. 
MOURN ML eNetG D255 toe loo.N 
---The Commission resumed at 10.30 a.m. 

MR. EVANS: Mr. Chairman, before my friend goes 
on with his cross-examination, may I refer to a question 
asked of me by you, sir. At page 17103 you asked me to 
procure for the information of the Commission particulars 
of the incorporation and the statutes involved in the 
Toronto Terminals Railway Company. I should like to put 
some of that information on the record. It will be very 


short. It was originally incorporated by the Dominion in 


1906 by the statute, 6 Edward VII, Chapter 170. Under 
that statute it was declared to be a work for the general 
advantage of C..nada with head office at Toronto. Its 
board of directors consisted of six and the powers are 
set forth in that statute. By that act the capital stock 
was to consist of $2,000,000. 

That Act was amended in 1913 by 3 and 4 George 


V, Chapter 202, under which the securities authorized to 


be issued by the company were increased to $10,000,000. 
Then in 1914 by 4 and 5 George V, Chapter 113 , the author- 
ized issue of securities was increased to $12,000,000. 

In the next year by 5 George V, Chapter 58, the company 

was authorized to issue securities up to a total of 
$15,000,000, and some additional powers were given. 

In 1924 there was provision for the construction 
of the viaduct and the works that are now there, and the 
cost was to be borne by the Canadian National, Canadian 
Pacific, and the City of Toronto as agreed by them, or 
as determined by the Board. The issue of securities was 
authorized to be increased to $30,000,000, and power was 
given to the Canadian Pacific to acquire half of the total 


stock and guarantee the principal and interest an one half 
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of the bonds. Provision was also made, if qdesired, co 
issue consolidated debenture Stock, that is, the Canadian 
Pacific could issue consolidated debenture stock to finance 
acquisition of the bonds. The Canadaan National was also 
given powers to acquire half the stock and so on. There 
was provision also for the guarantee by His Majesty of any 
bonds issued by the C.N.R. to acquire istock, and; in. 1625 
there was some change in the law, 15 and 16 George V,Chap- 
ter 28, 

In 1928 by 18 and 19 George V, Chapter 51, the 
Canadian National was authorized to issue certain securities 
to purchase half of the Toronto Terminals securities to 
deiray the vcostrof the viaduct: In «i930 by 20 and 21 
George V, Chapter 46, the Canadian National was authorized 
to issue securities up to $14,150,000, and by 3 George VI, 
Chapter 25, in 1939, title to the lands of the terminal 
company was ratified and confirmed. 

THE CHAIRMAN: Was what? 

MR. EVANS: Ratified and confirmed. I am told 
that the company does not pay any dividends on the stock 
held by the two railway companies. They pay only interest 
on the bonds issued by the terminal company and held by the 
two railway companies. I am also informed that the manage- 
ment or operation of the terminal changes for periods 
between Canadian National appointees and Canadian Pacific 
appointees. That is to say, the superintendent of the 
terminal for a period of one, two or three years will be 
a Canadian National operating officer, and likewise in the 
succeeding period will be a Canadian Pacific operating 
Ofricer. 

THE CHAIRMAN: Thank you. 
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S.J. W. LIDDY, Recalled 
CROSS -EXAMINATION BY MR, MACPHERSON (Cont'd): 

Q. Just for a moment, Mr. Liddy, referring to the in- 
formation which has just been given by Mr. Evans to the 
Commission, Toronto Terminals is paid rental by the Canadian 
Pacific? 

A. Both the Canadian Pacific and the Canadian National-- 

Q. Pay rental? 

A. Pay charges based on a rental, yes. 

Q. And that rental is naturally charged to railway ex- 
pense? 

A. That is right, under the I.C.C. classification -- 

THE CHAIRMAN: Q. Under what? 

A. Under the uniform system of accounts issusd by the 
Interstate Commerce Commission, that is, in accordance with 
that. 

MR. MacPHERSON: Q. In determining that rental 
naturally there is taken into consideration the bond ingen 
est that is payable on these obligations that: are outstand- 
ing? 

A. I understand it exactly matches that except to 
what extent the Toronto Terminals Railway Company may them- 
selves rent portions of their property and thus reduce that 
over-all rental. 

THE CHAIRMAN: Q. Did you make reference there to 
the Interstate Commerce Commission? 

A. Yes. Mr. MacPherson asked me if rental was charged 
in the railway accounts and I said yes, in accordance with 
the Interstate Commerce Commission classification which we 
follow closely. I may say there are primary accounts 
throughout the classification dealing with what we call 
joint facilities, joint facilities under maintenance, Joant 


facilities under transportation and joint facilities under 
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rent. These are special accounts set up to handle just such 
a situation as the Toronto Terminals which is a joint facil- 
ity. 

MR. MacPHERSON: Q. But, Mr. Liddy, in your 
accounting you do not credit that Joint facilities account 
with the moneys you receive for the bonds you have of 
Toronto Terminals, but that money you receive from those 
bonds you put in Other Income? 

A. No, I explained why that was. 

Q. I mean that is what you do? 

A. No-- 

Q. I am not concerned with why. That is what you do? 

A. That is what we do because -- 

Q. It is not credited to the joint facilities account 
aS such but it is put into Other Income, the receipt you 
get as interest on the bonds? 

A. We could not credit it in an account in which we 
dépit-it. 

Q. That is the technique you apply, in any event? 

A. Yes. As I explained, Mr. MacPherson, Canadian 
Pacific and C-nadian National take into their railway 
account all the revenue of passengers and freight, and one 
thing and another going right into that terminal, right into 
it. That is in the railway account now. As an offset to 
that in the expense accounts and rental accounts is the 
cost of operating that terminal. 

Q. Now, Mr. Liddy, referring again to Exhibit 190, the 
one we had yesterday and spent considerable time with, there 
is a column there, net income or deficit after dividends. 
Ttvis the fifth coelutim- from the signe. 

A. Yes, I see that column, Mr. MacPherson. 

Q. Now, you remember Exhibit 196, which is 49-49, and 


you will remember that on statement D, sheet 2, there was | 


et operas” nd eae 
a 4 es 


. és 
ji : ' 
. > bee Nt ve 
; ' vi 33 bay ye”: aa 
j tears ral iipatt Tega! oe Si ‘i 
teHOY Ries snes or thet SRC ee ae 


og 


we ¢ MEE ont Aeciwwe whee st 


ere Rees Ps ey eer SSS a \ ipa Os Sn pile aay : 10 
- VET SSO Bar reg! aut ae: OV IISSSt? MOP, exon Ont 
! Tog 
Bp 3 pegon 
sehemiratl Aculbes lnnee Deeg sh roe oh i A 
SE ea Ase 5 ERS ios COs + ae yin 
, 
tae eee Wey 
led i biog a 
Lora eh ee Pies 4 athe Piatt N; - : ; : re 
PT eta Lupe hs ae Ree BIg) | Sete Form: 8 i 1D 


4 
Py oh ay alter 
hs Gg Es. » 
et npr bey Toe pe ry tien sa | + . att 
at ti. SD oSee DER Der. pe 2 oY .A 
ie 
14 


Game eee te te che - 
i mad SE a BS Wiha oh 


cewiks . De ete RAR cian 
moqks: oAd mb Pa 


iartierege Yo te6o:. 


PORE tenet er erdar cat's » og ake 
: 

Ss gle 9 | spe oui ind ce 

ett a tie! gee? 1) cae oe 

yen ot hohe. 

oot ome? (6: bear oe 4 siesmiatints “ers 


ll ie) 7 rh Pru iun } 


re bu seb: ro 


aE e 


NP 


mb e55) -= Mr. Liddy,Cr-ex 


provision for direct charges. It igs not comparable. 
What I wish to say is in Exhibit 196 you have set out 
direct charges which I Suggest to you are not reflected 
in that column to which I have referred? 

THE CHAIRMAN: Would you please repeat that? 

MR. MacPHERSON: What I am Suggesting, Mr. Chair- 
man, 1s this, that when this Split balance sheet was pre- 
pared, which we have referred to as 49-49, there was pro- 
vision for direct charges, and I am asking the witness 
if in fact in this column, net income or deficit after 
dividends, these direct charges, as set out in 49-49, are 
note reflected at all? 

THE CHAIRMAN: And the witness Says that is so? 

THE WITNESS: No, I believe they are not inclu- 
ded. These direct charges are summarized in Exhibit 196 
on page 2 of a memorandum accompanying statement B, and 
these direct charges are as follows: Loss on lines aban- 
doned, $11,245,159; loss on property retired and not 
replaced, $7,820,313; unemployment relief expenditures, 
$6,327,616; bond discount, $2,299,504; adjustment of com- 
pensation for express service, $2,000,000; other items, 


$426,217, making a total of $30,118,809. 


(Page 17256 follows) 
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You understand, Mr. MacPherson, that the accounting of the 


Company before it adopted depreciation in 1940 was to 
charge, for example, loss on lines abandoned to profit and 


loss under the accounting. 


Q.- Now, will you look with me again at Statement D 
Sheet 2? 

A. Just so that my statement might be in context, the 
basis of this Exhibit 190 was the basis of the Company's 
accounts adjusted for one or two items such as depreciation 
which I have mentioned; so you see that the items that were 
charged to profit and loss not taken into operating expenses 
would not be reflected on this Statement. 

Coe NOW) Ne Lidar se you will look at sheet 2 of 
Statement D, that figure you gave me of $3079 , O00, 
and that you have just mentioned, is merely the net? 

A. Yes. 

Q. That is merely the net? 

A. Yes, it is the residue there. 

Q. And you will see that in red letters above there 
is the sum of $96 million? 

A. Yes, but the summarization is what I have just 
given you though. 

Q. Yes, but I am suggesting to you, that really the 
direct charges as set out in Statement DT that is, the nee 
plus that amount charged to profit and loss, $96 million, 
really totalling $127 million, is an amount which is not 
reflected in that column "Net Income or Deficit after 
Dividends". 

A. No, you see, the $96 million which you speak of 
is the additional depreciation provided in the amounts 


of appropriations for profit and loss. 
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That is right. 


I have reflected that back throughout my statement. 
That has been reflected back? 


Q 

A 

Q 

A. Yes. 
Q. Has the $30,118,000 likewise been reflected back? 
A. No, not the $30 million. 

Q I quite realize it is reflected in your Net 
Reilway Investment Account, but what I am asking you now, 

is whether it is reflected in the Net Income or Deficit 
after Dividends. I don't think it is, Mr. Liddy. 

Aw NO, J don't think tt: would be there. 

oo oNo, that 1s whatil Say, so that in that respect, 
while you have reflected it or Sought to reflect it in the 
first column, Net Railway Property Investment, it has not 
been reflected in the Net Income or Deficit after Dividends. 

A. No, because this does not show a profit andwloss 
account either for land or railway or anything else. 

Q. So that you would have to read that column, Net 
Income or Deficit after Dividends, in conjunction with 


Statement D of 196? 


fi Yes. 
Q@. And that would very materially change the picture 


insofar as that column is concerned? 

A. It might make it a little blacker. 

Q. A little blacker? 

A. Thirty million over sixty - what is it, sixty 
Vearey 

Q. Is it only the thirty million over the sixty years? 
Has the ninety-six million not changed that column at all? 

A. No, I think the depreciation has been adjusted 


throughout. 
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Q. Well, the Commission has its Own accountants and 
can check that. My Submission, rightly or wrongly, (Mr. 
Liddy does not agree with me) is, that there is more than 
the $30 million in respect of this Net Income or Deficit 
column, which is not represented there because of the direct 
charges which were set out on sheet 2 of. D in 4o-ko. 

A. I am pretty sure it is, Mr. MacPherson, but if I 
amo nov right in thet I wild certainly correct it. 

Q. Now, by the same token then, there are other columns 
that would not be correct, that do not reflect these changes 
in 49-49 correctly. I Suggest the working expenses, including 
railway taxes, would not reflect these changes that were 
made in the split Balance Sheet. 

teaser reflects ali the changes. 

Q@. In the split Balance Sheet? 

A. Yes, all the changes, because that was one of the 
foundation statements we used in compiling this Exhibit 190. 

Q. Including these direct charges? 

A. Well, as I say, this thirty million was not - the 
items that were charged to profit and loss - because this 
Statement does not include a profit and loss acount; but 
the depreciation has been worked back, the income tax has 
been worked back, the split of income tax between rail and 
Other Income has been worked back. 

Q. Not working expenses? 

Bee sOhn,. Ves. 

Q Not working expenses? 

A Yes, the whole idea was to give as fair a picture 
as we could of comparable data; this was the whole purpose 
of that statement, to give a bird's-eye view and to make 


it comparable to the accounting that we followed in 1948, 
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and you recall, Mr. MacPherson, that the depreciation 


Peserves in, LOYS were, =<. 


Q. 340 million? 

A. 364. 

Q. At 1948they might have been 364. 

A. I think it was 364 million. That has been deducted 
from the property investment and has been taken out of the 
expenses. 

Q. Then the difference between us is this. You acknow- 
ledge that in respect of the sum of $30 million, that that 
Sum has not been reflected either in working expenses or in 
net income or deficit. 

A. Well, in the days when we followed renewal 
accounting, such charges were charged to profit and loss, 
and would not be in expenses. 

bee Yes, Well now —-= 

A. I might explain to the Commission that when we 
followed renewal accounting and it came to renewing a 
Station (and you may recall the example I did give you 
of renewing a station, wherein the price of renewal is 
higher than the original cost), that went into expenses, 
that higher price. Now, when it came to retiring property, 
that is, abandoning it entirely, we did not charge that 
against expenses; we just charged it against profit and 
loss. So on the one hand on the renewal accounting you had 
expenses perhaps a little higher than we would do accounting 
today for renewals, and a little lower than we would do today 
because in the case of abandonments of property, “that ia, 
property not renewed, we charge it to profit and loss. 

Q. Now, we will take the: year 1905 in Exhibit 190. 
There, you show your working expenses as $35,086,794, ana 


I am now referring you to Statement D sheet 1, taking 1905. 
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You have got working expenses, $35,086,794, exactly as you 
have it in 190, haven't you? 

Any eS s 

Q. And then when you get to direct charges it is 
$36,199,809? 

he Yes. 

Q. So that the figure that you have on 190 is the 
figure as you have it taken first here in 196, but when you 
take direct charges into consideration, it has increased 
it by over a million dollars? 

A. Yes, but not in all years, Mr. MacPherson. As I 
Say, that was a year in which there were some charges to 
profit and loss, but you take a year subsequent, 1920, when 
we adjusted our accounts for depreciation, which is one of 
your items, one of the amounts in your $96 million that you 
refer to: you will find that the expenses do not agree with 
the Exhibit 196, but do reflect the adjustments that I speak 
of. 

Q. Well, in any event, the position is now that the 
net amount of these direct charges of $30,118,000, you do 
acknowledge are not reflected in these columns? 

A. There is no profit and loss account here. 

Q. No. Now, there are other columns that would be 
affected in the same way by these direct charges, aren't 
there? This column of net earnings would be affected? 

A. Well, I have reflected in net earnings the change 
in income tax, the additional depreciation, which were the 
important items that I spoke of. 

Q. Have you reflected the 30 million? 

A. No, as I say, I have not. 

Q. So that in that respect that column would not 


correctly state the position? 
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A. Well, now, I am not going to accept that. 

Q. Well, what would you say about it? It just does 
not. reflect that 30 million, is that it? 

A. Those were the accounts as published in those 
particular years, and under the accounting they adopted 
and followed that was proper accounting, and there were 
$30 million of items that were charged to profit and loss 
and shown throughout the period which I have not picked up 
because I have not got a profit and loss account in this 
Statement. 

Q. But you do say that the 96 million was picked up? 

A. The $96 million because we had brought that into 
our Railway Account in 1948. The whole basis of this 
Exhibit 190, was to reflect the accounting distributions 
that we now make. You recall the Separation of income tax 
between rail and non-rail. I have carried that all the way 
back here. 

Q. Yes. 

A. And in property investment there were 364 millions 
of . depreciation reserve taken off. I have worked the 
depreciation accruals all the way back in expenses. 

Q. You see, Mr. Liddy, I can accept that probably 
in Net Railway Property Investment, the first column, this 
may have been done in line with 49-49, but I am suggesting 
to you it has not been carried through clean across the 


board. 
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A. You are quite clear that this $96 million 
is spread back? 

@&. Well, I am quite clear that the $96 million 
is supposed to be spread back, 

A. It is spread back, 

Q. I am asking you if it is spread back, You 
Saye that 1Ttris 

A, Yes, sir, 

Q. And you say that all that is not spread back 
is the $30 million? 

A. The items that went to profit and loss. 

Q. That is all right. When you come to Other 
Income in that column in 190 dealing with Other Income 
in 49-49, provision was also made for direct charges 
net, which are shown on Statement B of 4On4Q. I am 
sorry, it is not in 49-49, his is information which 
was given to us pursuant to @ letter. addressed to Mr. 
Evans in February and it shows non-rail direct charges 
over the years from 1894 to 1947, of $57,672,000. In 
that column "Other Income Less Texes" have you made 
provision for these non-rail direct charges? 

oe What is the amount again, Mr. MacPherson? 

Q. $57,672,000. 

A, I haven't got a record of those. Without 
an analysis of those details all I can say, Mr. 
MacPherson, is this that if you take our Other Income 
as per our Annual Reports for the period 1885 to 1948 
it totals $471 million; and there was taken’ out .. . 
the appropriations made from profit and loss for 
depreciation reserves that was not reflected in Other 
Income was $40 million, and Income Taxes to the end 


of 1947 which were applicable to Other Income but charged 
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to railway workings and expense were $34 million, and 
there was income tax charged direct ee and: loss 
account of $5 million, and accrued interest in the sumvor 
$100,000,making altogether a total figure of $80 million. 
$80 million neauaved from $471 million <= that is the 
amounts that a Pes -- bring Other Income down to 

$390 million, which is the Other Income, if you will 
addiit up» 

Q. Those figures other than Other Income Less 
Taxes that you have in this column, are they taken from 
the Annual Reports of the appropriate years? 

As They are taken from the Annual Reports except 
as I say, we are now reflecting throughout all years 
the adjustments we are now making for the year 1948 in 
respect to income tax, depreciation and so on. 

Otnaca take wit CS enee as it is on the 
Exhibit reflects all these items that I have been 
speaking about, and that the column stands reflecting 
the adjusted direct charges, among other things. 

A, I would have to analyse those particular 
figures before I could make a precise statement on 
that. 

Q. Now, Mr, Liddy -- 


A. I have given the reconciliation: of the 
figures that are in there. 
Q. I wish now to pass on to another subject. 


MR. MACPHERSON: My lord, I think probably 
I had better file copies of this document; I have not 
had it mimeographed, but I would file the document 
as the next Exhibit. 

THE CHAIRMAN: Copies of what? 

MR. MACPHERSON: These are copies of nonerail 


direct charges net. They are not in any Exhibit in the 
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rate case, and they represent information furnished to 
us by Mr. Evans, They are one of the items I referred to 
in cross-examination, 

THE CHAIRMAN: Non-rail direct charges, 

MR. EVANS: My lord, I have no objection to 
these going in if they will serve any purpose but my 
friend has not told us they were going in. I see that 
he has some more Exhibits to come. I gave him my 
Exhibits in advance, but he did not do that for me. I 
think he might have done so, Mr. Liddy's examination- 
in-chief was finished nearly a week ago, and my friend 
expected to crosssexamine him within a day or two, and 
yet he has kept these Exhibits until the moment he 
Cross-examines about them. 

I haven't had a chance to check these things. 
The witness said he did not make up this Exhibit 196, 
and it seems to me unfair to put to him Exhibits which 
my friend has got ina series of files, without heving 
said to us, "Now, I want to cross-examine the witness 
about these Zxhibits." 

My own view is that they have no relevancy 
to this Commission's activities; but apart from that, 
it does seem to me that it would have been much fairer 
if my friend had given me copies in advance and 
indicated that he proposed to cross-examine Mr. Liddy 
about them. It is quite obvious to me that no single 
accounting witness could, by any stretch of examination, 
be prepared to answer questions about anything in 
the company's accounts which my friend may Diy cout 
of his files, without previous notice. 

I just make that observation, that I do not 
think they are relevant, but if they were I think it 


is most unfair of my friend to not give notice of them. 
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MR. MACPHERSON: In answer to the statement 
of unfairness, I do not see why there was any necessity 
for my furnishing my friend With a copy of material 
which he himself had supplied to me, 

MR. EVANS: A year ago. I didn't know you 
were going to ask about it. 

MR. MACPHERSON: It is information within 
his knowledge. I have not examined this witness directly 
in connection with it; when he says he does not know 
about it, I desist further examination of him. But I 
do feel that it is information for the Board, in any ; 
event. So far as the other Exhibits are concerned, the 
Only Exhibit -- 

THE CHAIRMAN: That is Exhibits which do not 
come from Mr. Evans? 

MR. MACPHERSON: Yes, my lord. I filed an 
Exhibit yesterday which was a copy of the Balance 
Sheet of the Canadian Pacific Railway in 1885. Surely 
that was not new to my friend. 

MR. EVANS: But we don't keep these things 
up to date. 

MR. MACPHERSON: It is something you don't keep 
up to date; it is something you don't change from time 
to time; it is immutable, it is there. 

Then I’ Tiled as an Exhibit-a copy of a) letter 
again from their own Annual Reports. If there was any 
computation, or anything like that, I would have given 
it to my friend; and I gave him a copy of an Exhibit 
in that connection that I might have used today, which 
I am not going to use, representing a computation. 

Surely there is no suggestion of unfairness 


when I use, as I have used, merely information that they 


a7 
y 7 


yy 


DAR 


ne yoo 


, yen 
> ie 


eigen th eueaans ie adiserne gor ovad rt ey on aM, 
yoo tan reed Sf exge of noqy tan adtw RORT ootoe | at 


5 toe sone 10) GOR Btwn: noriyauy eteeb a tyods 


Vile ey ai 


Te ft L epreom ont MOT gottawto iat 22 Ht teed feet ae 


ane pensantes. gas et tapes ‘rods end ae 198% oe) steve 


RN ake) a= Systane x itto 


gan op desi Sear bt vody ;yAMATAHO ER 7 


me 


' ternal «IM mot emfod | 


ERG cD DEOL Eas .@o% . - HOBAREHSGAM « 
ae 1m g . eg! fancty * al BEB 3 he os ‘ 


(Ta 4a 

wr a 
cpecelgy fe Or es 
it *s Bk 


one fot ont ise Yqoo # i fptelw cape sy eoy thd beh 


% iis”  Sa0e a te en pET ioe Hatha AO one ‘40 door a 


« baokrt vat ott yon on asw Es a 

agnidy epedd qeay fiom ey suet: SHANE AM 
| ene e ae 

PROX 2: HOD HOY actin? enoe ef gi 5 Mee TRH LO AM AM 
om} mort sanade Pyeh soy yy ttt emos at +t Lath oF qu 
| rene. at ot Oh Gad yma t et we remry of 
gelget 9 To MMOD Aigtrs ye 0 Delta 2 nome 
CAs) Baw dpeda NT- sad tog Soyer WO ah o¢ts ‘fon areee 
Hewle avad REwow E jon etl wthat yas 10 .tdid et oqm0s 


ROL AB, ig non 2 wee ava T bas ipqpert ym ot of 
tobe {ebay pepe! eve pets fie t ter goidtsennop deat nit 
“Geng aguas iB getinoeswaur 98 tog ‘gatow toh m2 I 


Benes Shay teu dneague Gest ll om» Mi) 


vend dare pops eaten theorem beet 


repeat 


i Py 4 


fi “ges a] 


GH 


-17267- Mr, Liddy creex 


have given me, that is, information which has been in 
their possession, and which they have had and which they 
know all about, more so than I woulda. 

THE CHAIRMAN: Putting aside the use of the 
word ee » I suppose what Mr. Evans really 
naBPRYEADE using these papers 4nd figures with Mr. Liddy 
necessitates further going into it by him, with a view 
probably of explaining certain things, if Mr, Liddy is 
unable to do so. 

MR. MACPHERSON: And I am not pressing him. 

THE CHAIRMAN: If there are any more matters which 
you propose to go into, it might save time to let Mr, 
Evans see a copy of the material. 

MR. MACPHERSON: The only thing is a paper 
prepared last night, which I propose to use. It is 
purely an analysis, as far as we can go, Of the Iand 
Surplus Account. I do not propose to file it as an Exhibit, 
but I wish to ask certain questions on it and put the 
information on the record. Again, it is taken from the 
Annual Reports of the company. 

THE CHAIRMAN: Would it expedite matters if 
you gave Mr. EVans a copy before examining on it? 

MR. MACPHERSON:*' Yes, I will’ give it to 
him now. 

MR. EVANS: Except, my lord, that I may want 
to re-examine, and Mr. Liddy may finish today. I may 
have to ask your lordship for permission to stand him 
down and bring him back, 

THE CHAIRMAN: That is quite all right. 
MR. MACPHERSON: I am not objecting to that, 
THE CHAIRMAN: It is a matter of saving time. 


That is all it amounts to. 
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MR. EVANS: Mr, MacPherson hasn't answered 
my suggestion about its irrelevancy. 

MR. MACPHERSON: Tf my friend wants me to 
deal with that, I will be glad to do so, 

Exhibit 190 was pute in, andi tate a very 
important Exhibit so far as the Company is concerned. 
What I was trying to do yesterday and am trying to do 
today is indicate that some of these columns are not 
columns that can be accepted. I have not suggested 
that my friends have designedly sought to mislead the 
Commission, or anything of that kind. I would not 
suggest that. I have gone through the different columns 
and I have taken, for instance, the one column "Other 
Income Less Taxes", and I have asked Mr. Liddy about 
that as far as he can SO. He cannot give evidence in 
connection with these documents that I have put in, but 
as I said earlier in my crosseexamination this morning, 
the Commission has its own accountant, and if these are 
of any use, I think they should be used to establish 
the points I have made, that insofar as the column is 
concerned it does not, I suggest, properly reflect all 
the changes that have taken place as a result of 49-49, 

MR. EVANS: Yet, you have not put in an 
accountant to say so. 

MR. MACPHERSON: We don't have to put in an 
accountant, 

THE CHAIRMAN: Will you go a step further, 
and tell me what you intend to argue from this deficiency? 

MR. MACPHERSON: I intend to argue from this 
deficiency that so far as the actual figures are 
concerned, as a result of 49-49, that Exhibit 190 
does not represent the actual present position of 


the company. I dealt, for instance, with dividends, 
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and I think I established that the column does not set 
out the actual receipts by shareholders from the 
treasury of the company. 

MR. EVANS: It does from earnings. 

THE CHAIRMAN: Putting it broadly, are you 
endeavouring to show by this line of cross~examination 
that the company is in a better position than this 
Exhibit would make it appear, all things being considered? 

MR. MACPHERSON: I am going to argue, my lord, 
that there are a number of things in connection with 
the company, for instance, the question of rail and none 
rail; there is also the question of segregation as 
made between company and company, and consequently the 
division they made in 49-49. I am going to argue that 
the division in 49-49 does not coppespond with the 
figures here. 

THE CHAIRMAN: So what? 

MR. MACPHERSON: Then I am arguing that 
from the standpoint of the freight payer one must look 
at the position of the corporation as a whole; you must 
take the whole corporation, rail and non=g-rail. I will 


have to make my argument on that basis, my lord, 
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MR EVANS: You could argue that without 911 this 
depo, 

MR MACPHERSON: Oh, no. All this feteen helps 
very materially; all this detail helps very materially, I 
would suggest, 

THE CHAIRMAN: Well, go on, Mr. MacPherson. 

MR MACPHERSON: Q. In the matter of land surplus 
accounts, Mr. Liddy--- 

MR COVERT: Before we go on, Mr. Chairmen, I do 
not think this exhibit thet caused the discussion has been 
given a number, It is 197. 

THE CHAIRMAN: Yes, you told us about a non-rail 
direct charge. 

MR MAC PHERSON: Vee) LO fe 

THE CHAIRMAN: You have coples .of that forvsiy 
concerned, have you? 

MR MACPHERSON: I have some copies, yes, my lord. 

---EXHIBIT 197: C.P.R.Company -Exhibit (49)-49, 

20% case), Statement B - 
Non-Rail Direct Charges (net) 
1881-1947 

MR MACPHERSON:Q@.Now, Mr. Liddy, prior to 1931 you 
carried three accounts that you called surplus accounts, 
did you, in your books? 

A. Such as land surplus and--- 
Q. Yes. 
THE CHAIRMAN: What years? 
MR MACPHERSON: Prior to 1932, my lord. 
Q. You had three surplus accounts? 
A. I have not got a 1931 report with me, 

COMMISSTONER INNIS: I was wondering, Mr. Mac- 
Pherson, whether it was possible e get a general descrip- 
tion of the accounting systems which have been used by the 


Canadian Pacific over a long period. I am not sure whether 
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Mr. Liddy could provide that, or whether your accountants 
have gone into the question so as to be able to give such 
a description. One can follow pieces such as you have 
described, but it is not easy to get a description of it 
2@28 a whole or of the changes as a whole, 

MR MAC PHERSON: Well, I could ask Mr. Liddy that. 

Q. 1930, at that time you had a surplus from 
revenue from operations, 146, surplus and other assets, 
$110 million, and then you had the land surplus as well 
-- net proceeds, lands and townsites. Now, after 1931 
this account, Surplus and other assets, was abandoned; 
that wes divided between other accounts? 

A. Yes. We now only have two surpluses -- one land 
Surplus and one straight profit and loss balance, 

Q. Now, answering the question of Dr. Innis, what 
changes were made in the accounting system of the C.P.R, 
over the years, or can you assist in thot connection? 

A, Well, it was set out very clearly in one of the 
Bosrd's judgments as to the systems. 

COMMISSIONER INNIS: Do youremember which judgment 
it was, or could you give us the reference? 

MR EVANS: On the matter of depreciation, he ks 
set out at page 31 of the 20% judgment. 

MR MACPHERSON: It is not only depreciation. 

MR EVANS: I just wondered whether we could not get 


tte sa little more particularized, when we say what changes 


have been made. I am sure there have been many thousands 
of refinements in the accounting system in the process of 


the years. If more directly you could specify what--- 


| COMMISSIONER INNIS: I am only interested in the 
broad sort of changes that have taken place. I do not know 
what they are , but no doubt there have been changes. 


THE WITNESS: Well, might I say this, Dr. Innis: 
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that under sny system of accounting you might make your 
entries, and then that System might be changed five years 
hence and ten years hence and fifteen years hence. There 
have been vast changes in accounting since 1885 -- meny 
chenges. I do not Suppose that there is a year goes by 
that the Interstate Commerce Commission does not chenge its 
primary accounts, 

COMMISSIONER INNIS; Oh, yes, I appreciate that. 

THE WITNESS: I could not give you a comprehensive 
view of what these changes are, To us they are over the dam. 

COMMISSIONER INNIS: Q. There would be no way of 
indicating over particular periods that a certain type of 
accounting prevailed, and then over another period snother 
type? 

A. Oh, yes, we have been very consistent in that 

respect, in broad principles, yes, 

COMMISSIONER INNIS: That is all I was interested 
atts 

THE WITNESS: The Canadian Pacific followed for 
road property and shop and power plant machinery renewal 
accounting since its inception up until July "Let, 1942. "end 
then it went to -depreciation accounting. That is the only 
change that was made in accounting for road property. Now, 
when depreciation takes place, may I say that the previous 
practice of charging losses to profit and loss for lines 
abandoned and large projects retired and not replaced, was 
always charged to profit and loss, because there was no re- 
serve, but when we started depreciation accounting we immed- 
lately set up a nucleus, and some of these adjustments that 
I have been speaking of were to build up that nucleus. Now 
we have a reserve, and you cen charge a $10 million item to 
that reserve and not upset your year's accounts. So that 


there was really only one fundamental change made through- 
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Ouc all” the Canadian Pacific history in road property. 

Now, in respect of equipment, it may be two or three 

changes, depending upon the degree of refinement you speak 
of. Let me describe it this way, that up until the year 

1930 the Canadian Pacific followed the replacement accounting 
for its equipment; that IS, 18. Unit of equipment was retired, 
the capital account remained the same, and a new unit was 
brought in and charged to expenses. That is, take a $2,000 
freight car that may be retired and replaced by a $2,500 


freight car; that $2,500 was all charged to expenses. Now, 


in 1930 we were looking forward to complete abandonment of 


that replacement programme, because the cost of new units of 
equipment not only was increasing, but they were greatly 
increasing in Size, and the fundemental feature of the 
replacement accounting became obviously out of line. So we 
looked forward to abandoning completely replacement account- 
ing, and we went to retirement accounting, but we struck the 
depression right then, and we felt that, since there were 
many cars and locomotives on hand, we would not need during 
the depression, we could retire them perhaps in advance of 

the time we might ordinarily retire them, that our retirement 
charges would represent a fair amount to be charged to ex- 
penses during the depression. Well, immediately that situation 
changed; that is, these retirements began to dry up. We had 
retired all the old equipment we wanted to retire, Then came 
along the war, and we needed every wheel we could get rolling. 
No longer did we have retirements on hand to charge out to 
expenses, so we immediately converted to depreciation eccount- 
ing for rolling stock, So really there was only one change, 
although it was perhaps in a ten-year period between retire- 
ment and depreciation accounting. That is the only change that 
has existed throughout the entire history of the company. 


Now Mr. MacPherson has pointed out some adjustments, They 
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exisbtein-ald railways on this North American Continent. 

THE CHAIRMAN: Q. They what? 

A. Such adjustments exist with all railways. 

MR MACPHERSON: Q, Well, Mr. Liddy, perhaps it 
would simplify it if I put this question to VYousvandass 
might help Dr. Innis as well: What changes have you made 
in your treatment of such major items as land surplus over 
the years? Has there been a consistent policy in the matter 
of handling land surplus or the proceeds from land over the 
years, or has it changed from time to time, and why? 

A. That is not on Exhibit 190, of course, at all. 

Q. No, no; that srises out of Dr. Innis! question. 
Have you had a consistent policy from 1885 in the matter of 
handling land policy? 

A. I think it has been rather a matter of expediency. 

Q. Yes? 

41. What we needed to do at the time if we had any 
Surplus in the land account. 

Q. And in the matter of Other Income, as you call it 
now, has there been consistency from 1885 in the hendling of 
that? 

A. Well, broadly speaking, I would say yes. 

Q. It commenced in 1911, didn't it? 

A. Well, you gave me some figures the other day where 
we seemed to be paying dividends out of Other Income away 
back in 1907. 

Q. Well, you were not paying dividends out of land 
Surplus in 1907; was that Other Income? 

A. Well, it was interest on deferred payments. 

Q. I show you your Annual Report for 1911. 

Me Yes. 

Q. "The following details are the details of Special 


Income." That was when you set up Other Income, wasn't it? 
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A. Either 1910 or 1911. 

Q@. 21910 or 1911. 

A. Well, I have some smsll amounts of this Other 
Income I presume which came from Exhibit 49-49, in the 
year 1892, $33,000, and so on, 

Q. Well, just answering that question, Mr. Liddy , 
dealing with this major item of Other Income, and dealing 
with the major item of land surplus, there has been over 
the years a policy, as you put it yourself, of expediency 
in hendling the proceeds there? 

A. Well, I don't know whether--- 

Q. In the interests of the company? 

A. I don't know whether it is 93 policy... 2 dents 
think you would call it a policy es such. It has been a 
matter of expediency. 

Q. And a practice? 

A. Well, I don't know whether expediency can be 
described as a practice. 

Q. Well, it is your word, not mine, Mr. Liddy. 

A. Well, all I can say to you is this, Mr. MacPherson, 
that the railway company over the years has occasionally had 
to lean on Other Income, by force of circumstances, 

Q. And lean on land surplus too? 

A. Yes. During the midst of the depression we scarcely 
hed anything to lean against. 

Q. Now, Mr. Liddy, I have been dealing -- is there 
anything further, Dr. Innis? -- I have been dealing with the 
surplus accounts in 1931 and 1932. You have in your Annusl 
Report in 1931 surplus revenue from operations, surplus and 
other assets, $111,258,000. Now, in 1932 that disappears, 
doesn't it? You might<justeloole ot 10 in 19327 Siu 
you no longer have this surplus account in other assets? 


A. Did it describe the reason in here? Did you look 
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What you did, it was Split, and my next question 


is, if there was not transferred to land Surplus in 1932 


$56,316,000? 
A. How much? 
Q. $56,316,000, 
A. Do your notes indicate where that came from? 
Q. It is from the Annual Report, the 1932 Annual 
Report. 


(Page 17278 follows) 
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A. Well, it ought to be on the balance sheet. 

Or There it Jee e- Did you find 1t? 

A. Yes. The annual report for the year 1932 shows on 
page 16 under land surplus account two items > net (proceeds 
lands and townsites, December 31st, 1931, <6P1$'729000;,000 
odd, and surplus in lands and properties, December 31, A938 a5 
transferred from surplus in other assets, $56,000,000, 
making a total of $128,000,000 to which sales of the land 
for that year were added, and there were deducted expenses 
during that year leaving land surplus at December 31, 1932, 
as per balance sheet of $120,000,000. 

QL Yes? 

A. So that land surplus from 1931 went up from 
$72,000,000 to $120,000,000 largely because of this trans- 
fer from surplus and other assets. What they are I could 
Net tell you right ‘now, sir: 

Q. I think probably I will leave land at that point 
because, Mr. Liddy we have not followed up what was sugges- 
ted yesterday in connection with land, and that can be 
followed up later to see if we can get these particulars. 

MR. EVANS: before my friend goes on, in answer 
to Dr. Innis, Mr. Liddy, you used the term "replacement 
accounting". Is that synonymous or otherwise with 
renewal accounting so that we will not get the two terms 
mixed? 

THR WITNESS: I think it probably would be more 
correctly described as renewal accounting. The distinction 
ig a little fine but I think we have described it through- 
out as renewal. 

MR. MACPHERSON: Q. I just wanted to refer for a 
moment, Mr. Liddy, to the 49-49 account and to the sales 
of ordinary stock. I suggest it is a fact that when this 


ordinary stock was sold from 1902 on that the first oppor- 
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tunity was given to shareholders to buy that stock? 

A. Fromwhat year on? 

Q. From 1902 - 1903 on? 

A. My memory does not go back prior to the period of 
the late twenties. I do know there were rights issued with 
the stock at that time. 

Q. Well, you reognize Moody's Steam Railroads? 

Bee Ves « 

Q. And it is recognized as an authority? 

A. Outside of errors I think it would be all right. 

Q. On page 1440 of the 1949 edition there is a para- 
graph dealing with subscription rights, and it says that 
Stockholders have received the following subscription 
rights: March, 1902, price per share, $100, per cent of 
holdings, 30%, value of rights 63 to 3; October, 1904, 
price per share $100, per cent of holdings 20%, value of 
rights 6¢ to 5; April, 1906, price per share $100, 
per cent of holdings 20%, 12¢ to 113; January, 10 1908, 
$100, per cent of holdings 20%, value of rights 10-1/8 to 
9; January 1912, $150, percentage of holdings 10%, value of 
rights 8-3/8 to 7-1/8.; January, 1913, $175, percentage of 
holdings, 30%, value of rights 21 to 143; August 19, 1927, 
$150, percentage of holdings 123%, value of rights 4% to 
3-1/8; May 2, 1929, price per share $170, percentage of 
holdings 10%, value of rights 7 to 4. 

A. Yes, I bought some of that 1927 stock. 

Q. Some of the 1927 stock? 

A, And I guess the value of those rights turned out to 
be something different from what I thought they were going 
to be. 

Q. In any event, the fact was that you had certain 
rights yourself then? 


Ne Yes, Sir, 
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Q. And if you had chosen you could have disposed of 
those rights on the market? 


DVLes. Sir, 
Grou. did not’ do-it? 
He NO. (Sirs 
Q. I judged that. 
MR. EVANS: Are you suggesting this is a wrong 
practice? 
MR. MACPHERSON: No, I am not Suggesting at all. 
I am suggesting it is probably the usual practice. I am 
not suggesting it is a wrong practice at ally put. 2am 
Suggesting so far as the shareholders were concerned that 
if these rights were exercised there was there the oppor- 
tunity of making more money so far as they were concerned. 
MR. EVANS: That is just the inference I was 
afraid of, you see, because my friend has not put an 
accounting witness on the stand, and he is making suggest- 
ions of that kind to the Commission. I suggest to the 
Commission - and I am no expert on the subject but I am 
at least as expert as my friend, Mr. MacPherson -- that 
unless they do that kind of thing and they put the stock 
issue on the public market it will depress the price to some 
extent by having a large issue put on the market, and it 
may very well pay to offer rights of this kind to the stock- 
holders to avoid the effect of market pressure on the issue 
of a large block of stock. I am only suggesting that but 
T have every right to suggest it just as my friend is 
suggesting to the contrary. I do not think these things 
should be just left unchallenged. 
MR. MACPHERSON: My friend can argue that. 
THE CHAIRMAN: Are you suggesting anything in 


particular? 


MR. MACPHERSON: I am -- 
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MR. O'DONNELL: Just condoling with Mr. Liddy. 

MR. MACPHERSON: Condoling with Mr. Liddy, Mr. 
O'Donnell says, but it is not exactly that. What I am doing 
is trying to complete the picture so far as the record is con- 
cerned in the matter of the sale of shares, and while it may 
be argued by my friend, and while it is quite usual to give 
these rights as stated here, I am showing through this 
evidence that these rights had a real value to the share- 
holders. 

MR. EVANS: But you are not; that is my point. 

MR. MACPHERSON: Why haven't I? 

MR. EVANS: For the simple reason -- 

THE CHAIRMAN: ~t seems to me in going into all 
these things what you are really getting at is the question 
of non-disclosure. Is that it, Mr. MacPherson? For instance, 
Exhibit 190 does not disclose a whole lot of things? 

MR. MACPHERSON: That is right. 

THE CHAIRMAN: You are finding things here and 
there that you think ought to have been tatren into account 
under these various headings. 

MR. MACPHERSON: Tnat is right. 

THE CHAIRMAN: Well, we will hear argument about 
that later. 

MR. MACPHERSON: Yes, there will be argument on that. 
Mr. Liddy, I don't think there is anything more I want to ask 
you. Thank you very much. 

CROSS -EXAMINATION BY MR. SMITH: 

Q@. I have a very few questions and will not take the time 
of the Commission to any great length. Mr. Liddy, 1 want tae 
direct your attention to one point, and that is with respect 
to the practice of the Interstate Commerce Commission in 


connection with the rate base. Are you familiar with their 
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practice? 


A. No, I am not familiar with their practice, Mr. Smith. 
In the rates case that was handled by another witness, as you 
know. 

Q. Well, you are aware that statements have been made 
from time to time during the course of these proceedings 
with respect to the practices of the Interstate Commerce 
Commission in determining a rate base? 

A. I have heard some of those, yes. 

Q. You yourself are not familiar with the practice? 

&. No, I have not informed myself fully as to the 
practice but I do know fairly well what accounts are in 
the rate base, what investments, and what the Interstate 
Commerce Commission have done about valuation. 

Q@. Reference has been made, I think by my friend, Mr. 
Evans, as to the practices of the Interstate Commerce 
Commission from time to time during these hearings. Were 
you present when he made any of these statements? 

wy Well, iY penoen present for some but I have not been 
present practically at all throughout the freight rate 
evidence, and so on. 

Q. Perhaps I might refer you to one statement and ask 
you if you remember it. I refer to volume 86, page 16753. 

MR. EVANS: I hope you are not going to ask the 
witness whether he agrees with his counsel. 

MR. SMITH: I will conduct my examination as I 
please Sub ject to direction of the Commission. 

THE Chairman: We had better wait until Mr. Smith 
proceeds to ask his question. 

MR. EVANS: I just said that I hope he is not going 
to ask the witness whether he agrees with his counsel. 

THE CHAIRMAN: Whether he what? 

MR. EVANS: Whether he agrees with his counsel. 
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THE CHAIRMAN: He has not asked him yet. We will 
wait until he does,. | 
MR. EVANS: If my friend was not too sensitive he 
might not have any objection to what I said. 
MR. SMITH: I wish my friend would confine his 
remarks to the Commission and not to me. I think it is a 
highly objectionable practice, interfering with counsel, 
addressing remarks to counsel, If my questions are ob- 
Jectionable you, sir, are the person to decide, 
THE CHAIRMAN: Go on, Mr. Smith. 
THE WITNESS: What page did you refer to? 
MR. SMITH: I referred to page 16753. The 
statement reads: 
"The Interstate Commerce Commission made a 
valuation and have kept that up to date on a 
reproduction cost basis until about two years ago 
ago." 
THE CHAIRMAN: Valuation of what? 
MR. SMITH: Valuation of tthe property of ithe 
railways. 
THE CHAIRMAN: All railways in the United States. 
MR, (OMLTHS 3. continues 
"They may still keep the figures. They, for many 
years, allowed a rate of return based on an 
average of the depreciated cost basis and the 
reproduction cost less depreciation, and so up 
until Ex Parte 166 that was the basis on which 
the Interstate Commerce Commission went." 
Q. Do you remember that? Were you present at that 
time, Mr. Liddy? 
A. I rather think I was. 
Q. I will just refer you to another passage. 


A. Do you want to ask me anything about that? 
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Q. I will ask you in due course, I will just refer you 
to another passage in volume 88 at pages 17030 and 17031. 
Perhaps I will just read the passage on pagewl7Osiw.: Bit 
reads: 
Vine the United States, of course, it is quite a 
different situation. In the United States all 
railways go in on one application." 
THE CHAIRMAN: Is this Mr. Liddy's own statement? 
MR. EVANS: My statement. 
MR, SMITH: The statement of Mr. Evans. I continue: 
"Now, the requirements of each of the several 
hundred railways will all be different, and 
the rate of return on each of several hundred 
railways will all be different. What they have 
done there is to take the total railway property 
investment as shown by the books of the company, 
depreciated, and they have calculated an average 
rate of return on groupings of railways -- the 
Pocohontas group, the eastern carriers, the 
western carriers and the southern carriers -- 
but they do not take in the investment of each 
railway and the return for each railway; that would 
be a physical impassibility." 
Q. Did you also hear that statement made by Mr, Evans? 
Was that in your presence? Well, do you agree with these 
two statements made by Mr. Evans? 
MR. EVANS: There is exactly the question I was 
anticipating. If I made a mistake I am quite prepared 
to admit it. All my friend has to do is to point to the 
decisions, and if he has found I made a mistake I will admit 
it, and I will be the first to do so. T am notintaliipie: 


and I expect perhaps my friend has got something that he 


thinks I mis-stated. If he has all he has to do is mention 
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it and then we will have a statement. 

THE CHAIRMAN: I do not see that it would be 
referring to any mistake you made. He is reading some 
evidence Mr. Liddy gave -- 

MR.SMITH: No, it is a statement of Mr. Evans. 

THE CHAIRMAN: What about it? He read your 
statement. 

MR. SMITH: And I asked him -- 

THE CHAIRMAN: You did make it, did you not? 

MR. EVANS: Quite. 

THE CHAIRMAN: Why should he not ask Mr. Liddy 
what he thinks about it? Mr. Liddy was here and heard you 
ee it, I suppose. 

MR. EVANS: Yes, sir. This is a question of law, 
interpreting the Commission's judgments. I was giving 
myprecoltecttonio® Gertainijudements. “lvsubmit ii tecin- 
proper in the first place to ask the witness for a con- 


clusion of law, and in the second place I think it is 


| improper for him to ask the question whether he agrees with 


his counsel. 

THE CHAIRMAN: mp, Smith has taken your state- 
ment of the law which you have given, and which shows that 
the Interstate Commerce Commission groups various railways 
of the United States into different groups - there are so 
many of them - and then it seems after having made a valu- 
ation they strike some sort of average for the group. 

MR. SMITH: That is one of the statements. 

THE CHAIRMAN: If you have stated these things 
why can Mr. Liddy not be asked what he thinks about them? 

MR. EVANS: I say the. answer calls for a conclus- 
fon or opinion of law on the judgment of the Interstate 
Commerce Commission. 

THE CHAIRMAN: This is not an opinion of law so 


far as I have heard Mr. Smith read it. He simply read 
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vertvaineLacts,., ‘Read 1t again, Mri Snitth, 

MR. SMITH: The last passage, Mr. Chairman, reads: 

"Now, the requirements of each of the several 

hundred railways will all be different, and the 

rate of return on each of several hundred rail- 
ways will all be different. What they have done 
there is to take the total railway property 
investment as shown by the books of the company, 
depreciated, and they have calculated an average 
rate of return on groupings of railways -- the 

Pocohontas group, the eastern carriers, the 

western carriers and the southern carriers -- 

but they do not take in the investment of each 
railway and the return for each railway; that 
would be a physical impossibility." 

i do not think thatiis 4 question: of Jaw at: allt: 

THE CHAIRMAN: Since you have made that state- 
ment it is a pure statement of fact, and assuming it to be 
as it is set out there I do not see why Mr. Liddy cannot 
be asked what he thinks abaut it. 

MR. EVANS: I do not want to be obstructive. All 
I am saying is that these are my conclusions from reading 
the judgments. 

THE CHAIRMAN: All right, that is a warning to us. 
We know that now, 

MR. SMITH: Q. I ask you, Mr. Liddy, if you 
agree with those two statements? 

A. I don't know enough about it, Mr. Smith, If you 
ask me what the Interstate Commerce Commission requires 
railways to put in their investment account I think I can 
tell you, and if you ask me what the bureau of valuation 
has in their accounts probably I could tell you. 

MR. SMITH: Mr. Chairman, I have two documents 
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here which I would like to put in as exhibits. 

THE CHAIRMAN: So we will know where you are 
going please tell us whgt you are aiming at. 

MR. SMITH: I am aiming at showing the practice 
of the Interstate Commerce Commission with respect to 
valuation of railways in order to arrive at a rate base in 
the United States. I am not arguing it should be adopted 
in Canada at this time. I am not making any argument. I 
just want to put in the facts as evidence. 

THE CHAIRMAN: Then you are taking as your point 
of departure what Mr. Evans said, what you have read. 

MR. SMITH: Yes, I am just referring to that 
statement, and if Mr. Liddy does not agree with that state- 
ment I propose to put in two exhibits. Unfortunately I 
have aot copies at the present time. 

THE CHAIRMAN: What will they show? 

MR. SMITH: These two exhibits -- you have heard 
about Ex Parte 168 which was the last case, and these two 
exhibits are exhibits numbers 1 and 2 which were put in to 
show -- 

THE CHAIRMAN: Put in -- 

MR. SMITH: Put in on that hearing, being docu- 
ments prepared by the bureau of valuation of the Inter- 
state Commerce Commission, and show the elements of value 
of property usedon all class one railways in the United 
Statesf First of all in the first column there is the 
location, the different railways in each district, and 
the first page of this exhibit number 1 is the one that is 
referred to in Ex Parte 168. It is referred to at page 18 
of the report on Ex Parte 168 where it shows elements of 
value of oropenuae common carrier service, class 1 line- 
haul railways, January 1, 1948. That is taken from the 


first sheet or first page of exhibit number Bits 
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MR. EVANS: Who filed it? 

MR. SMITH: The Bureau of Valuation. 

THE CHAIRMAN: I can see that these documents will 
lead to a better understanding of the judgment itself. 

MR. SMITH: Quite. 

THE CHAIRMAN: You intend to file them as exhibits? 

Nee oMtint Yes. 

THE CHAIRMAN: What do you intend to ask Mr. Liddy 
about them? 

MR. SMITH: If Mr. Liddy is not able to answer the 
question I do not propose to proceed. 

THE CHAIRMAN: What is your question? Formulate it. 

MR. SMITH: I asked him if he agreed that that was 
the practice as stated by Mr. Evans, and if he does not know 
I do not intend to proceed by asking him questions. 

THE CHAIRMAN: I understand that these exhibits 
themselves will show what the practice was. 

MR. SMITH: I intend to put the exhibits in, with 
your permission. 

THE CHAIRMAN: To show what the practice was. 

MR. SMITH: To show the practice that was adopted. 

THE CHAIRMAN: Is it necessary to ask Mr. Liddy? 

MR. SMITH: I do not think it is necessary to ask 
Mr. Liddy any more questions. 

THE CHAIRMAN: For convenience! sake you might put 
them in now but they have really nothing to do with Mr. 
Liddy's examination. 

MR. SMITH: Perhaps it would be fair to show them 
to him first. 

| MR. EVANS: I was just about to observe two things. 
I have not seen this, but there is a table on page 18 of the 
judgment which sets out some elements of value, and then I 


assume that the judgment comnents on the elements of value. 
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I am quite content to stand on what the judgment says. 
Whether or not the Commission gives effect to the bureau 

of valuation's exhibit I do not know, except as it is shown 
in the judgment. If we have the material in the judgment 
it seems to me with the comments of the Commission upon any 
material appearing in the judgment we have got everything we 
need, 

THE CHAIRMAN: What conceivable harm can it do to 
file these exhibits now in case we do need them when we 
read the judgment? If they are set out there anyhow that 
wil] be satisfactory, but just in case they are not how 
can they harm you in any way? 

MR. EVANS: All I am saying is it means I have to 
wade through these comparing them. 

THE CHAIRMAN: So will we. 

MR. EVANS: I just say the judgment of the 
Commission ought to be better than an exhibit filed before 
the Commission just as the judgment of your Commission will 
be better than any one exhibit. 

THE CHAIRMAN: That is right, but we have not 
read the judgment yet. We don't know to what extent it 
deals with these exhibits. We have been told that 
Commission allowed them in so they must have given them 
consideration. 

MR. SMITH: Might I explain that these two ex- 
hibits were exhibits produced by the bureau of valuation of 
the Interstate Commerce Commission, and the figures that 
were used were those adopted and referred to on page 18 of 
the judgment. Now, this exhibit gives a breakdown of those 
figures with the original cost of each carrier except with 
respect to land and rights which in the judgment of this 
Commission is taken on the basis of present value. The rule 


which has been adopted in the United States by the Inter- 
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State Commerce Commission, or now adopted, is to take the 


original cost of everything, all the property of the com- 
pany except land and rights. 


THE CHAIRMAN: You say "land"-- 


MR. SMITH: Land and rights. 


(Page 17290 follows) 
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THE CHAIRMAN: What is covered by the word "land"? 
Does that include buildings? 

MR. SMITH: Now, it is very interesting, I think, 
and very instructive to this Commission, to have this exhibit, 
inasmuch as on page ll, there is a statement of the methods 
employed in the ascertainment of the elements of value. 

For instance, if we take original cost except lands and 
rights, the ascertainment of original cost is stated to rest 
on:- 

"1. Record or proof of cost of the 

properties included in the basic inventories 
and valuations, that on January 1, 1948, were 
still’ in existence and use; 

2. Recourse to estimate of original cost 


for properties that were in existence at the 


time of the original valuation and that were 
were still in existence and use on January l, 
1948, but for which no record or proof of 
original cost was then or is now available; 


3. Record of changes that have occurred 


in properties subsequent to the date of basic 


inventory and valuation, reported under oath 


by the carriers by units and costs and checked 
to as late a date as possible by the Bureau 
of Valuation engineers and auditors; 

4, Recourse in the case of carriers that 
are delayed in filing their reports of property 
changes by units and costs for some of the 
late years, to reports which record changes in 


dollars only". 


ee cc a 


45S, 


Gt Slam etad onli of 


at ak = 


ne Sehr & cae am te sins ew, ov east Oo 


ay ashe 
yedekgin 


‘ ThA) a 
Migs ~ 3h ?? 


ott he oie i oosg 10, De one ” a : fe os a 
ern} ateed oa) ft pebylons ‘asttaegang | Aa 
22% 18 geet pe eau | ao Sd enotveut ay bas al 
re TREK Pre oysdelxe at E0h8 dy ae 

teen faytatwa dd sbemtte> ot GRIVOOSH -.S 


ont Ea, Sha eeetxe ai s¢aw dods 4 een 192 


ene arta hin agkdeu(e' r fentytase od 10 outs | 


i yee eee ae idea Bere a ong © bane a% Eftie euen ‘om 
He Yeeeg da hagosx om Golde aot aye ‘Bier! 
hab. beMb wee ak we molt sow 2¢Og temtgico 
how 4990 ¥en Seat gounciic tp bicaeh +f 
aiget Se eth ete ge sneupsadan wetivegasq al 


gee tShaw Beteeger Asti sulay bas Yrodmount 
pedoode one ates bas golan yd proietse ond ce 
gene oa aidtaacs pi oy es Bi ptet gh ot a 
yR. hos’ Br eenlne eee 
_ patanry fl re — : ita Tee 

$fre ane tea ap ee 7" ait it 6 Pie ones es : a AY 
giuogeng 48 ateoner alesis alti? at DOM SRiPRE 7° 6) 
Bae ee 8% BOR BY? aS “os at fae xd. baba 

al megaedo mage Hoe attaien OF. aioli ee 


ms : 


os 
i 


9 yote aulev 40. i 


Dan Ae wii f 
‘” ; a i 
c : f } 


Sit (2 1) Mr. Liddy cr.ex 


Then there is a statement as to lands and rights 
which I could answer:- 

"The foundations, upon which the values 
stated for common carrier lands have been Bo oie by ma 
are complete land reports underlying the primary 
valuations." 

And it then says:- 

"Later reports prepared in connection 

with recapture proceedings..." 
and there is a full statement of the methods which have been 
exployed. 

THE CHAIRMAN: Then file it. 

MR. SMITH: ZT will® rile itso} De wall) fides thismechems 

MR. COVERT: Exhibit 198. I was going to say that 
My. smith only nas one. copy of it, and Im think-pernaps it 
might be advisable., before-it is actually filed, for the 
Commission to have additional copies made. It will be 198. 

THE CHAIRMAN: I guess it will have to be copied. 

MR. SMITH: Thrateiss the filrst* exni pit. sine 
companion exhibit - - 

MR. COVERT: “Could  we-give’ it a name for the recore 
Exhibit 198 is Exhibit 1 filed in Ex Parte 168 I,.C.0. Bureau 
of Valuation. 
tose Bi? 190. ..filed py ¢ “Exhibit 1, stilted in 

Y sue eee SMe Pome : Ex) Parte’ 168,° 1 .C.C. 
Bureau of Valuation. 

MR. SMITH: Now, the companion exhibit, which will 
be Exhibit 199, is the Total Recorded Depreciation and 
Amortization . Road and Equipment, as of December 31, 1947, 
Class 1 Line Haul Railways including their Lessors; and it 


was Exhibit 2 in Ex Parte 168. 
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tees bit 1997. .ftled by :: Exhibit 2, filedsin ex 
Mr. Smith : ) ‘Papteri68 PUIG. Ce Bureau 
2: Of Veluationws Toa Ll 
: Recorded Depreciation and 
:, Amortization, Road and 
: Equipment, as of December 
32, 1047, Clese Jane 
Haul Railways Including 
Their Lessors. 

MR. SMITH: So, with those two exhibits you have 
both the gross rate base and the net rate base after 
deduction of the recorded depreciation and amortization on 
all Class 1 railways in the United States. 

THE CHAIRMAN: Then tell me, what aid the Interstate 
Commerce Commission make of those figures? 

MR. SMITH: That is their valuation, that is the 
valuation which they adopted. 

THE CHAIRMAN: What are they to do with it? 

MR. SMITH: They adopted these valuations. On 
page 10, itis stated:+ 

"Elements of value of property in common 

carrier: service, class 1, line haul railways, 

January 1, 1948." 
Then there is shown the original - just the same set-up as 
on Exhibit 1. These figures are adopted as the foundation, 
but as I pointed out when replying to Mr. Evans, they are 
only shown on page 18 by districts. They are not broken 
down into each individual railway. But, these two exhibits 
show that each Class 1 railway in the United States has had 
its elements of value fixed and determined by the Interstate 
Commerce Commission as well as the depreciation of those 
values, so that there is an individual rate base on each 
railway. 


MR. EVANS: Now, do you suggest that I said 


otherwise, Mr. Smith? 


we49 8 ie 


ISAT EIR) TOMER Arve! Mptiotny » aie eae Toney 


+e So 28 4 os Of Ss Oh OP 4 


i, 
s Lite 4 Ht : 
SRE aaNe eae bay 2 gUH NY Reamer tS, Oe ae op Ise sh SEE Os re 
| poy adidicke ows seont ro bw Ok! THTING |) A 
¢ Genre oN rans a. aeek pare las “BT 60h cies elias Mania 


“6778 sped séea fen i baa ened aves iong, odd 
EROS Ss a aaa ay, en aR ee ee ae ea er Cees 
otiasieeome fing aOrs baa 1aeb bebtoo% ord ho no ub 


7 ¥ 
a ¥ ue ey Le 5 pete yar re ee 
eons a0 ae ae ae eee 


sea es paring wd ik exaubinn if anaeD Lf 


these (He rhe RR ht, by oe eee a aa © os che i: : . Pie, At i 
ti? “BLD\I hy + AMAL AHO, Cia i TR a Mae 
‘ nie es “is an’ ra 
i pats gh 3 ey Balas eau, tote ca) ss Soe ates Phi a ie ‘ 
. * A rq 
to enam ‘notes! ati) sorrento ae 
BAS ir Cn Stee nice cay 


bl { ee | vi 
af ty ae -HPIME fa i ' if i ih f 


i era: eee eee Fhe oat nas < : 7 ool 
pieats ere Pe Det ager Mh ee Pine ms 7 Oe 


pad qobe syond Batcie noltsulay “i 


cs eS eh aaa orem BIS “ Tee ree ak 

gt Otte &b od meth see GedW- AMAT AMD “BIT 

UMC aL) Sige meee a ee ape Be ; 
One igsuley saotd bedgeb: adi SHTEME AM . 

: ee ~ ihe , a { = 2 Sy 


oa) 


4 
ve “abednda 8 at at +8E fata ay 


mb cer a esd a - “, te e ea 
ly Gaeta sith Ts aat a, . Rane be Re al eat - ” | @ wy 
ve : 7 i on hae ee i MS ; , vis a 
pau f : o aslay oe eenanetin . a ee 
Meda ict pee, hea s o pom a ee sane pe Ps ee ea ’ : 
RR eR Om bay AD Gee te ay Lilt eae eee ee a) : eo a sy 
é 


rw. bes Doel: obi’ .d, aapid Solve sa bhi ivreo 


r 


- aK? 4 Pei _ 

"Ode Riel A (rsues’ $0452 

- + vy we , J : 

LMR GMP Bet ae Pals eles: eas an e ogi 

i-JI98 AMes oo Tae + bectatte aad wade ah opgctt nent 
So RCE ay cemetery gis ge Rate GN Se ah ea ae 
AOl@eoyue tT? eh? 28 (Haragbs: ‘ays omupt Yt geod? . et tid? oe mf - 

Pry bed a ale oh oh aise ee ei Fy oe ea ma ‘ ‘ ; a = ere wae ne ope 4 oe i Dal ‘i 

BOR tae Mee ited Soa iene. me es glee 3 eet 


Fis Vonk -. BIS a oF ayes meri 46 badnttog a a8 sud P 
, é. Saree 5 : i as ae Beet cai : eon Le 
4 ve Fah Gg: ieee ewode ¥fao | 
Seiad SPRAY UE irs Veeco an ene ane Siggleraia se Ai ae a eae | 
ei idiaxo ows weeds Feet yw pins fowbiv hak’ ais ofat Mob nih 


ae ee te > Deeestlet hs sige ch -4 a 
a eee a aa : Spee ca japon eohoea 


Ay Bee : aa i 
Of 395. Fat «: trtetb xX 


Dee aie tet 


i sores battnw ott ‘at ¢eulise 


Ue ART oid oot ie Peete ests eee ce why 
1 % ’ ° i + “~~ “h " . 
2 siodnt oft vd hsrfarradad os beaut susey 90; 
Rett) es Seen agri a Mes Py ae 
god To AOLIRt oom ee sit af: tiow 
PO may ee Oe Rg et 
‘ ' Muy ty % Le i ‘ 
7 Pus ; 
aon 4 
Ste I 
im 
- 


My. sbiddy er .ex 
- 17293 - 


Mi. AOMBLH si ido: 
MR. EVANS: Now, will you please point to where 
I said otherwise? 
THE CHAIRMAN: What is that? 
MR. EVANS: I am asking Mr. Smith to point to 
my statement on the record to show where I said otherwise 
than that. 
MR. SMITH: Right. I don't know if your lordship 
is interested - - 
THE CHAIRMAN: I did not understand Mr. Smith was 
Saying that you said something different. 
MR. EVANS: He just now said. 
MR. SMITH: I say he did say otherwise. 
THE CHAIRMAN; What is it you said? You did not 
say at the beginning. 
MR «= SMITH: (No. 
THE CHAIRMAN: What are you saying now? 
MR. SMITH: I say his statement is not correct. 
It says here;- 
"What they have done there is to take the 
total railway property investment as shown by 
the books of the Company depreciated, and they 
have calculated an average rate of return on 
groupings of rallways...but they do not take in 
the investment of each railway and the return 
for each railway; that would be a physical 
impossibility". 
Y say that is entirely erroneous. 
THE CHAIRMAN: They ascertain the valuation - - 
MR. SMITH: They ascertain them individually. 
MR. EVANS: Of course they do, and all my friend 


is doing is to torture out of my language some suggestion that 
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they did not take individual valuations. What I was 
trying to say to the Commission and what I think the record 
clearly discloses, was that the Commission did not specify 
a rate of return for each individual railway. 

THE CHAIRMAN: How could they strike an average 
unless they took the individual - - 


MR. EVANS: Well, of course. 
weston! RECESS 
»«eON RESUMPTION 


MR. SMITH: I read a statement which was made by 
Mr. Evans at page 16753:- 
"The Interstate Commerce Commission made 
a valuation and have kept that up to date on 
a reproduction cost basis until about two 
years ago. They may still keep the figures. 
They, for many years, allowed a rate of return 
based on an average of the depreciated cost 
basis and the reproduction cost less deprecia- 
tion, and so, up until Ex Parte 166 that was 
the basis upon which the Interstate Commerce 
Commission went." 
I would just like to refer the Commission to the case of 
Ex Parte 162 reported in 264 - - 
THE CHAIRMAN: This is a new case is it? 
MR. SMITH: No, my lord, it has been referred to 
before. 


THE CHAIRMAN: What is it? 


MR. SMITH: There were several reports in Ex Parte | 


162 ', 
THE CHAIRMAN: Have we them all? Have we been 


getting them all? 
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; MR. SMITH: I think probably you have, my lord, 
but I will give your lordship the reference to this one. 
It is 264 I.C.c. 695 at page 725 and following pages. 

THE CHAIRMAN: That is Ex Parte 162? 

MR. SMITH: 162, and it is shown there on those 
pages that the valuation which is shown on 727 is based on 
Original cost, and that they used. as a basis the values 
for January 1, 1938, and allowed for the net amount of 
Subsequent increases and retirements, changes in recorded | 
depreciation; amortization, and the normal amount necessary 
for working capital, in which they included necessary 
materials and supplies and cash. 

Now, the references to valuation in Ex Parte 166 ana 
Ex Parte 168 which have been referred to, will be found in 
Ex Parte) 166 at 269 Ticic.; 34 at pages 47 ~- 49, and in 
Ex Parte 168, 276 1.C.C, 9 at page 17 and following pages. 


(Page 17297 follows) 
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Now, I do not propose to get into an argument 
with my friend Mr. Evans on these questions. I say that 
these citations and exhibits speak for themselves, 

THE CHAIRMAN: You are through, Mr. Smith? 

MR. SMITH: I am through my Tones 

MR. O'DONNELL: Might I ask what arrangment 
has been made for copies of Exhibits 198 and 199? 

MR. COVERT: I was just going to mention that. 
There are three things I want to say concerning exhibits. 
First, with respect to Exhibit 197; 1. think 2 should pe 
on the record that it consists of two pages; and with 
respect to Exhibits 198 and 199, I spoke to Mr. Smith 
and asked him if he could arrange to have extra copies 
made. 

MR. SMITH: I think possibly it would be 
necessary to make photostats, my lord. 

THE CHAIRMAN: You will do that? 

Mi ep OMT TH coves. 

MR. COVERT: I think there should be sufficient 
copies to give a copy to each counsel. 

MR. SMITH: 25 copies should be sufficient? 

MR. COVERT: Yes, 
THE CHAIRMAN: Very well. 


EXAMINATION BY MR. COVERT 


MR... COVERT: 9, First. Mr. Liddy, i) wheneto 
deal with a few questions on segregation of passengers 
and freight. I do not wish to take up too much time on 
it, but there are a few things that I would like to ask 
you. For instance, Exhibit 180, deals only with the 


situation in 1948. My understanding of that, briefly, 
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is that you can show revenues from passenger service 

of approximately $62.6 million, and you have a direct 
allocation of expense to passenger service of $39.1 million; 
then you have an arbitrary or theoretical portion of 

$52.3 million. Taking your expenses, if the allocations 

are correct, you have a total of $91.4 million, and 
revenues of $62.6 million. If your allocations are 

correct there would be a loss on passenger service of 

about $28.8 million? 

A. Yes, what we call income loss. 

Q. Now, assuming first that your theoretical or 
arbitrary apportionment is correct, you agree, I think, 
that that would be a substantial loss to have on a 
business of that volume? 

A, Oh yes, sir. . 

Q. And it amounts to this, assuming as I say, that 
your apportionments or allocations are correct, you would 
have a profit on freight service of about $58 million 
and a loss on passengers of about $28 million? 

1 On an accounting income basis, of course. 

Q. That is what I understood. I would put it to 
you that ordinarily if you were conducting business and 
you had a situation of this kind, you would certainly 
try to abandon the losing business. 

fre I would try to make every corner pay. 

Q. is, it not fair to esk you, 12, 88° 2 say, 
assuming your allocations are correct, you would make 
every attempt to abandon that losing business if you 
could. 

gs if there were no other considerations. 

Q. Yes; we will leave it at that. 


For instance, when you say no other considerations, I assume 
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you might also say that the passenger service inscthis 
case may be very important to the freight service. 

A, Less) tu 18 complementary; it is complementary 
not only to freight service put to the communities it 
touches. 

Q. andey?t 1s Ssiso complementary perhaps to the 
railway's investments in hotels? 

A. A lot of considerations. 

Q. The next question I wish to ask you about that 
is whether or not, if you follow the 1.C.c, practice 
where they have railway regulations which require 
& breakdown between passenger service , that it would 
be possible that you would arrive at exactly the same 
conclusions as you arrived at in your Exhibit 180? 

A. Yes, it would be possible. 

Q. Do you know generally, Mr. Liddy, whether or 
not the passenger situation in the United States is 
somewhat similar to Canada, as far as Class I roads 
are concerned? 

ye Yes, I think it is quite similar. There are 
few railways in the United States that have a very 
heavy passenger density. I am thinking particularly of 
the New Heven; they have very frequent passenger service 
out of New York, and with the density they have I think 
probably they make a little money. 

Q. There are railways in the United States that 
really make quite a thing of their passenger service as 
compared with their freight service. 

A, You are thinking of the New Haven and Hertford? 

Q. Yes. 

A. Yes; there are not many of those, of course. 
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MR. COVERT: That is a major part of their 
business, the passenger service which they provide. 
I am thinking more of railways which might be comparable 
to the Canadian Pacific, 
Q. I wonder if whether or not you could make 
a very general statement to this effect, that on the 
whole, Class I roads in the Unitea States regard their 
passenger situation as a serious one, that generally 
Speaking they regard it as a losing business. 
THE CHAIRMAN: That is, they are running 
at a loss? 
MR. COVERT: Yes, 
THE WITNESS: I don't think they regard it 
sO much as a losing basis, insofar as they would make 
more money if they had no passenger business. They 
regard it very much like we do, that the passenger 
business is not able to bear its pro rata share with 
freight on all the items of expense. 
COMMISSIONER INNIS: Q. Is it not able to 
bear, or will not bear? 
os Well, I am sorry but I amafraid that Itcannot 
answer .that question intelligently. 
Q. I mean it will not bear it in the sense 
that if you raised the rates the passengers would 
not travel. 
A, That is right, it would discourage travel, 
In one of the recent rate cases in Canada our passenger 
traffic manager made the assumption that the passenger 
rates, with the tax on them at that time,were as high 
as the traffic would bear, and it would be foolish to 
attempt to Perna erp that, you would lose more money. 


THE CHAIRMAN: @Q. The amount of the tax 
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has now been added to the fare, so the position is ine 
same today. 
A, We are a little better perhaps. 
Q. I am talking about the traveller. 
MR. COVERT: You mean, my lord, from the 
point of view of the passenger paying the rate, 
THE CHAIRMAN: Yes, 
He is paying the same rate? 
A He is paying the same rate. 
MR. COVERT: Q, Now, Mr. Liddy, are there 
& good many lines upon which the C.P.R. operates 
passenger service, which, if they had a choice in 
the matter, they would abandon or cut down? Do 
you know that? 


A, J am afraid sthat Wea Title beyond my 


Q. That is out of your purview. 

poe That would be a freight and traffic matter. 

Q. You do not know whether the officials of 
the company have prepared a list of the passenger 
service which they would like to abandon. 

Ae No, I have never seen such a list. 

Q. I think you intimated that perhaps one of 
the considerations which possibly would be a compelling 
consideration in the carrying on the passenger 
service is the hotel investment that the C,.P.R. has, 

As I wouldn't put that as primarily the first 
consideration. 

Q. I don't mean primarily, but it might be quite 
& compelling consideration where you have large hotel 
investments. 

A. Supposing you take Banff as an example. If 


there was no passenger service from Calgary to Vancouver 
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there would be excellent highway service, and our 
Banff hotel might become even more popular. I couldn't 
Say. 

COMMISSIONER INNIS: Q. Would the Banff hotel 

have been built without regard to the passenger service? 

A. No. 

Q. This is recent development, the highway. 

A. It is most recent development, yes sir. 
But it was a hypothetical proposition = supposing we 
abandoned our train service for passengers through the 
mountains, what would happen to our Banff hotel? e 
You must replace train service with an almost super highway. 
AS a matter of fact, today there is quite a considerable 
traffic between hel pees and Benff by automobile and bus, 
irrespective of the railway. 

MR. COVERT: Q. Now, Mr. Liddy, you recall in 
giving your direct evidence that you did not know just 
what percentage the railways had found directly allocable 
in the United States insofar as the passenger service 
was concerned. I wondered if you had had an opportunity 
to look that up. 

A. Lf readllydidtnt, look A% to. 

THE CHAIRMAN: Are you looking into the point, 
Mr. Covert, of whether the abandonment by the railways 
of passenger service might lead to a loss of freight 
service? 

MR, COVERT: Yes, Mr. Chairman. 

Qe Perhaps I could put that to you now, Mr. Liddy. 
Have you any view on that question, or is that within 
your field? 

A. Yes, I think that has quite a consideration, 


Mr. Chairman, you see our freight and passenger facilities 
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are together at a point. Take for instance 2 small 
Community; usually the freight station is half a mile 
outside the town or Something like that, and the town 
has grown up to meet its commercial needs by taking 
passengers and freight from there to the station. 
Now we abandon the passenger service; people no longer 
go to the station for passenger service; they would also 
no longer /to the station for freight; truckers would come 
in, and they would make Other friends. Now, I think that 
1s one of the poorest eee that I can think OL 
uite a connection 

but there is, I think, shoe maintaining your passenger 
Service to help the freight. 

THE CHAIRMAN: Q. You must get a certain 
amount of goodwill, put it that way. 

A. Yes. 

Q. If you discontinued your passenger service 
I am sure you would have a lot of jill Wild. 

A. Yes, I think so, because the railway is going 
there anyway. Take certain areas of the country, they 
may be exclusively Canadian Pacific. I am thinking of 
Mr. Frawley's southern Alberta territory which is 
exclusively Canadian Pacific. If the Canadian Pactinc 
decided that just because it wasn't making all it 
Should make out of the passenger service there, that it 
would withdraw the passenger service arbitrarily from 
that territory, I am sure that there would be a lot of 
ill will. just don't) see that 1t 1s possible ror 
even thinkable. 

MR. COVERT: Q. It might even be worse, 
Mr, Liddy, if you did not have a monopoly on that 
territory. 

fee Yes. 


Q. The freight business might all go to the other 
POLAWey. 
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A, Yes. I have a habit of picking poor examples. 

Q, NOw there was considerable discussion about 
the use of the words "Out of Pocket Expenses" when 
Exhibit 180 was being considered. I was going to suggest 
that perhaps that was a poor phrase to use, and that a 
better one would be "Directly Allocable Costs", in the 
case of the $39.1 million; and that the "Apportioned 
Expenses" as you call them, might be "Indirectly 
Allocable Costs", Some of those may be just as much 
out of pocket as the directly allocable costs. 

A, I would accept your terminology, yes. 

Q. What I want to ask you about that is, 
if the directly allocable costs go up, and we will 
say the indirectly allocable costs go up, and your 
revenue from passenger service goes down, there isn't 
very much the company can do, I suppose, except to try 
to cut expenses, and perhaps what is equally as important, 
to adopt new technological advances, 

Q. That would be to cut expenses, I suppose? 

A. Over the long term, yes; to make economies, 

Q. Perhaps something else would be to endeavour 
to encourage the use of passenger service, 

A. Yes, advertising usnelly pays, 

Q. What I wanted to find out is if you had any idea 
of the situation,arising out of your Exhibit 180, at what 
point you would think you would have to arrive at before 
you felt that the passenger service just would not pay, 
because, as I understand it today, you have some doubt 
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A, Yes, I think the day that they are not a burden 
on freight, and on the side the passenger service inures 
to the advantage of building up freight traffic -- well, I 
really have not come to that point, Mr. Covert. That 
would not be my decision exactly. 

Q. May I put it this way: Do. you know whether the 
point hes nearly been reached now where the company, the 
Gatehee Ls sufficiently worried about it to consider the 
question of sbandonment? 

A. No; I think that is sometime in the future yet. 

Q. Because I think you suggested that the passenger 
treffic was pretty static now, and that there was not much 
hope for increase? 

A. As I see the picture right at the present time, yes. 
We made tremendous amounts of money out of passenger traffic 
during the war, of course. 

Q. Yes? 

A. Enough to meet our deficits for many years; but you 
can't count on another war, of course. 

Q. Now, just before leaving that I also wanted to ask 
you this: Even if you kept a costing system as used by the 
I.C.C., and you were able to change your allocation of 
expenses so that you found out there was a larger figure of 
directly allocable expenses---- 

THE CHAIRMAN: Allocable to what? 
MR COVERT: Allocable to passenger services. 

Q. Then that still would not necessarily change the 
picture st a11, would it? 

A. That is right, that is right. When you look at the 
So-called income deficit of $28 million in passenger service, 
I don't care whether the figure is 25 or whether it is 30 or 
33. There is the problem; what are you going to do about it? 


Management knows this situation generally. 
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Q@. Now, that is the point, I wanted to ask you this: 
Has the company any recommendations to make to this Com- 
mission at all which would alleviate this position? 

A. How we can solve this passenger situation? 

Q. Yes. 

A. I have not heard any, but I think probably that 
Should be--- 

THE CHAIRMAN: Q, What is your answer? 

A. I have not heard of any, but I think probably that 
Should be a question for counsel. I am only handling the 
accounting, 

MR COVERT: Q: Well, I felt that perhaps it was 
not a fair question to put to you, except that you had been 
examined at considerable length on it and had given quite 
a bit of information;. I thought perhaps you could tell us 
whether or not they had considered such things as making 
it easier to abandon passenger service by putting in bus 
service and so on; but that, you say, is out of your field? 

A. Yes; that would not come to me until it is 3 fait 
accompli. 

Q@. You would know,I suppose, Mr. Liddy, that there are 
some passenger lines which are perhaps considered highly 
remunerative by the railway, by the Canadian Pacific? 

A. Oh, yes, that must be the case. 

Q. Perhaps, for example, from Montreal to Ottawa? 

A. Montreal to Ottawa, Montreal to Toronto, and Ottawa 
to 4loronto;, The density of traffic on these lines is 
such that you can get many cars hauled by one engine. 

Q. Now, in those cases has the C.P.R. made some spe- 
cific studies to see what the situation is in those cases 
as compared to some of the lines which perhaps you considers 
ere not paying? 


A. Well, we have made many studies of--- 
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THE CHAIRMAN: Q. You have what? 


A. We have made many studies,sir, of thin traffic 
Lines ctiat=2- 
MR COVERT: Q. That is; from «the passenger angle? 
A. Well, both passenger and freight; that we felt 
Should be abandoned, First an operating officer who is 
right on the territory and knows what the Situation is, 
Bays, "This treffic ig SO small that I think it should be 


abandoned. Now, what are you making out of this line? What 


is your net income on this line?" And then we make an 
estimate and we go to the Board with that estimate and we 
Support it the best we can, and we say those are the account- 
ing facts, 

Q. The mere fact that the railway is losing money is 


not 2 sufficient reason for abandonment? 


THE CHAIRMAN: That is, in the eyas of the Board, 

MR COVERT: Yes, in the eyes of the Board, 

THE WITNESS: Well, we have to have quite a loss 
before it seems to impress the Board in Some cases, but as 
to what elements they take in I do not know, sir. 

THE CHAIRMAN: Q. Then in such cases you have hear- 
ings, have you? Is thet the procedure? 

A. Yes, there are hearings. 

Q. Public notices Ziven? 

A. And usually the hearings are held at the territory, 
Q. Some of the Board BO-Out to the territory? 

A. A few of the members of the Board go out, 

MR COVERT: Q. That is to give the public in that 

locality an Opportunity to come in and protest? 
A. Everybody with a horse and buggy, yes. 
MR O'DONNELL: Some in Cadillacs. 
THE CHAIRMAN: Q. Have you sometimes obtained per- 


mission to abandon a line? 
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A. Oh, yes, we have had some permissions. 

COMMISSIONER INNIS: Q. Is it the protest of the 
community which is chiefly responsible for the Board's 
refusal? 

A. Well, I am really out of my field a little OL; 
Dr. Innis. 

MR EVANS: I can tell you that, sir. The Board 
will weigh the disadvantages they find appearing in the 
evidence before them against the loss shown to exist by 
the railway, and will come to a conclusion Ons notad 
formula, but a weighing of the advantages and disadvantages 
they have presented to them. 

THE CHAIRMAN: Mr. Evans, I suppose we are all 
thinking and talking of proposed abandonment of a line. 

MR EVANS: wes. | 

THE CHAIRMAN: Both for freight and passenger 
services. 

MR EVANS: Yes. 

THE CHATRMAN: Have there been any cases where you 
have sought to abandon a passenger service only and to main- 
tain a freight service? 

MR EVANS: I am sure there have been; I just can- 
not recall it now. 

THE CHAIRMAN: It might be interesting -- that is, 
if without too much trouble you could ascertain that. 

COMMISSIONER INNIS: I suppose mixed freight, and 
in most cases--- 

MR EVANS: Yes, in most cases that is perfectly 
true; but there are a large number of lines, and those are 
particularly in Western Caneda -- there are quite a few in 
Eastern Canada. -- where we operate what you mentioned, the 
word "mixed", Dr. Innis. I thought you were referring to 


mixed trains. They do put a passenger car on the rear of 
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the way freight train that runs up and down the line, and 
sometimes the passenger service is only twice or three 
times a week, or sometimes only once a week -- I am not 
sure of the time-tables -- but they do in many cases give 
an absolute minimum; they just put an old passenger car on 
the back of a freight train. 

COMMISSIONER INNIS: You think the Board is not 
influenced by the protest of the community? 

MR EVANS: Oh, very definitely; oh, my, yes! We 
think too much so sometimes. But they have an established 
principle there, that they weigh the protests against the 
losses of the railway, and they do not always come out with 
exactly reconcilable conclusions, but it is the technique 
they have employed for many years. 

COMMISSIONER INNIS: Would the protest of a Member 
of Parliament of the party in power be very effective? 

MR EVANS: Sir, may I be excused from answering 
that question? 

COMMISSIONER INNIS: I think you have answered it. 

MR COVERT: My thought was, we may be able to 
develop some further information on this point when we have 
the witnesses dealing with the C.N.-C.P. Act; they may be 
able to deal with it. 

THE CHAIRMAN: There is the converse case not to be 
forgotten: To what extent does public pressure cause a 
railway to be built in the first place? -- having in mind 
particularly now, of course, the Canadian Pacific Railway. 

I do not know whether there are any such cases or not. That 
is, if we are dealing altogether with cases where the railway 
itself has chosen to build lines and then later on to abandon 
them, in whale or in part, that is one case. Is there then 
another case where the railway, under some sort of public 


demand or pressure to build a line in the first instance--- 
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MR EVANS: We have had many examples in evidence 


before this Commission. There were two or three cases out 


west where there had been many years of pressure on the 
railway to build a line, and it was still brought to your 
Commission for consideration. 
THE CHAIRMAN: Canadian Pacific also? 
MR EVANS? Yes’, sir’ == the Fill-the-Gap Association. 
THE CHAIRMAN: The case is not complete unless 
you have all of that, 
MR EVANS: Oh, no. I am merely stating the fact. 
THE CHAIRMAN: I am not talking to you in parti- 
cular, Mr. Evans. 
COMMISSIONER INNIS: Well, you did build under 
pressure in the case of the Penticton line. 
MR EVANS: To Osoyoos; I think that is probable 
too, although I am not too familiar with the details of that. 
MR COVERT: Q. In conclusion, ‘on “this aspect os 
the matter, Mr. Liddy, I take it that you are firmly of the 
view that the I.C.C. practice of segregation of freight and 
passenger would add nothing either to help the Board of 
Transport Commissioners or the railways or railway management? 

A. That is right -- in Caneda, 

Q. In Canada? 

Dg) Lee e 

Q. And you feel that the segregation which might enable 
you to allocate a larger part of the total expenses to 
directly allocable costs, that really might in itself be 
erbitrary? 

A. It is arbitrary in many cases. One of the rulés or 
the Interstate Commerce Commission of separation of freight 
and passenger expenses is that if you have more than 50 per 
cent of an acoount segregated, so much freight, so much 


passenger, then you segregate the 49 per cent in the same 
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way. Well, the 49 per cent may not in fact be segregated, 
Should not in fact be Segregated, in any such proportions, 
but the Interstate Commerce Commission wants a formulas it 
wants a formula such that it can tell each one of the five 
hundred roads there, or whatever number of roads are in- 
volved, "Here, you do it on this basis, and we will put it 
all together and we get a figure." 

Q. And you say that it would not either be more 
informative to management to find out, to enable them to 
tell whether or not they could cut down expenses either 
here or there, that would not help them in any way there, 
and you also say, I understand, Mr. Liidy, that in any 
event, regardless of whether they sre paying or not, you 
are really stuck with the passenger traffic, and if it is 
losing the freight must bear it anyway? 

A. Yes; and if it comes down to an individual case of 
an individual train, we have a much better method than an 
average, 

Q. You could make a study of that particular case? 

A. We would go out and look at that situation a little 
bit, and we come much closer to it than in any general 
average. 

Q@. I was going to ask you about that. Supposing 
you do adopt a costing system -- I should not say a costing 
system, but you adopt the I.C.C. system of segregating 
passenger and freight, would that not result in average 
figures in any event, or would it? I mean, would that help 
you, for imstance, in showing whether a particuler line was 


peying and another was not? 


A. No more than our own formula would. I have got just 


as much farztith in that formula as I have in the Interstate 


Commerce Commission, and I do that very economically, at very 


Tow cost. 
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Q. And the other would be expensive? 

A. Very expensive. It has to go down to each indi- 
vidual accountant out on the line, and he has got to have 
@ lot of detailed information sent in to him by men working 
on the line. There was some indication of that given to us 
by the Santa Fe system. 

Q. Now, tell me this: You do have to follow the 
I.C.C. system in the Lines.ie ChesUecee: 

A. Lines in Maine and lines in Vermont, class 1 roads. 

Q. And they ere small mileage, are they? 

fh. . Wes, small mileage; the lines in Maine something 
like 240 miles; lines in Vermont 80, 85 miles. 

Q. Now, I just wondered: Do you have passenger 
service on both of those? 

YE aiLes)» Sir. 

Q, And do you know what the comparative figures are 
on those lines? I mean, do they--- 

A. No, I have not looked it up--- 

THE CHAIRMAN: As between passenger and freight? 

MR COVERT: Yes, passenger and freight. 

THE WITNESS: I have not looked it up, but it 
would not be indicative of the average. That was my point 
the other day. You would have to pick out representative 
territory. 

MR COVERT: Q. You would have to compare them with 
similar territories here, you mean, in Canada? 

A. Well, a representative territory. They are not, 
in my view, representative territory et all. Take that 
line across Maine -- practically no local trartic. 

THE CHAIRMAN: @. Practically what? 

A. No local traffics, 10 13 just a through route. 

Q. -It.is:a through route? 


A, That is,right. 
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Q. Is this the Vermont line you are talking about? 

A. No, this is through from Sherbrooke, Megantic, 
through to Vanceboro and Saint John. 

Q. Through Meine? 

Ae YES. 

MR COVERT: Q. Has the C.P.R. other lines in the 
U.S.A. that are owned by Subsidiary: controlled companies? 

A. I do not see the reports; I do not handle their 
accounting. 

Q. You do not handle their accounting et all? 

eee NOS. SLY ¢ 

Q@. So you could not make any ...comparison there? 

A. No; but all U.S. roads are available, you know, 
statistics of U.S. roads. It is not that we don't know it; 
I just haven't looked it up. 

Q. Now, the next subject I wanted to deal with, Mr. 
Liddy, was the question of the rate of return. I think that 
your opinion would be that railways should be placed on a 
rete basis and rate of return rather than on a requirement 
basis? 

A, That seems to be our only solution in Canada for 
expediting hearings and a workable formula. 

Q. Is that the main reason why you suggest that, Mr. 
Liddy, the question of expediting rate hearings? 

A. Well, I think counsel again are in a better position 
to handle it than I an, but these rate cases seem to be 
getting so involved that you can't pull a figure out of the 
drawer but some person jumps on it and wants to put five 
or six other figures up against it. 

Q. Then you think that if the rate base method were 
adopted that would cause that situation to change? 

A. There is a cle@r-cut situation. 


THE CHAIRMAN: Q. There is what? 
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A. Clear-cut. You have got the jurisprudence in the 
United States, you have got the railways over there, and 
I think it is the only basis that hos stability. 

MR COVERT: Q. Of course, that assumes first 
that you get the rate base established; I suppose that 
might cause some difficulty and take some length of time? 

A. Well, we feel we can, but once established it is 
established, 

Q. Now, once that rate base was established, Mr. 
Liddy, I would like if I could to ask you to tell us how 
you think it would work, Now, wouldn't you be up against 
the same difficulty of showing what your expenses were, 
what your depreciation was, whether your maintenance 
figures were correct? Wouldn't they still all come into 

question in a rate hearing case? 

A. Well, if you have a uniform classification--- 

THE CHAIRMAN: Q. If you have what? 

A. If the railways of Canada have a uniform classi- 
fication, sponsored by the Board of Transport Commission- 
ers, audited bythe Board of Transport Commissioners and 
their own officers, then surely they will stand behind 


those figures. That is the very purpose of it. That is 


what they do in the United States. There is hardly one 
question comes up in which the figures of the railways are 
challenged, They are the I.C.C. figures, figures which 
they have audited. So that the burden would immediately be 
removed from the railways, and we would have audited figures 
of an impartial body, and certainly in my mind that is 
bound to expedite the situatiegon. 

MR COVERT: Q. So thsen in the final analysis you 
would take your rate base, after it having been established, 
and you would submit your figur‘es of revenues and operating | 


costs, which you say would then have been checked and 
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audited by the Board of Transport Commissioners? 

A. * Wes distr: 

Q@. And that would show your net revenue or deficit? 

fhe *- Ghat thsi right ; 

Q@. And then you would Simply have to show what your 
requirements are? 
| A. From a rate base point of view, you mean? 

O10 8s. 

A. Yes; there may be arguments as to what the rate 
of return should be, 

THE CHAIRMAN: Q. As to what? 

A. As to what the rate of return should be. The rate 

of return may vary Slightly, depending upon Situations. 

MR COVERT: Q. When you Say that, you mean, Mr. 
Liddy, I presume, perhaps such considerations as the 
security market at the time? 

A. Yes, and how long we have been depressed. 

THE CHAIRMAN: Q. How long what? 

A. How long the railways have been depressed. For ex- 
a picazene railways were just coming out of a depression 
period of ten years, a rate of return perhaps a little 
higher than the average, in order to re-create confidence, 
would be advisable. I really am beyond my field, Mr. Covert. 

Q. Yes; I suppose you have in mind, as heretofore, 
applications that are only made from time to time, with a 
period of years between the different applications? 

A. That is right, 

Q@. Amd an application made today would be made with a 
view not tom having another one for ten years or twelve years, 
or whatever the time may bes; is that it? 

A. Well, it may happen that way, if there are no 
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periodical review, say every two years or three years? 

A. No, that has not been--- 

Q. Anyhow, without specific applications by anybody? 

A. That has not been the experience, sir, Im Canada. 

Q. Nor in the United States? 

A. Nor in the United States. These changes usually 
occur when there are upheavals in the price levels, business 
conditions, 

Q@. We know what has been going on so far. 

bop, LHatrisvright., 

Q. And you have in mind the same thing? 

As Lj think, that, patter may be repeated. 

COMMISSIONER ANGUS: Q. Do you mean, Mr, Liddy, 
that it would be futile to fix a rate of return for a 
depression period, because no freight rates could give you 
that rate of return, traffic would not bear them? 

A, That might be a possibility, Dr. Angus. I think 
that in that case our traffic manager would resist having 
rates fixed that were not possible to move the traffic. 

Q. Then your suggestion would be that over time you 
Should get that back by additional profit in other years? 

A. Well, that is the only way to even out the situation, 

THE CHAIRMAN: We will adjourn now, 


---The Commission adjourned at 1:00 p.m. to meet again at 
2:45 p.m. 
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Tuesday, March 7, 1950. 
fiwleeen NOON 878 S-soteoun 
S.J. W. LIDDY - Recalled 
EXAMINATION BY MR. COVERT - RESUMED:- 


Q. Mr. Liddy, at the time of adjournment we were 
discussing rate base, and I just wanted to know if perhaps 
we could take round figures for your railway investment, 
depreciated railway investment, of, say, a billion dollars, 
and assume a rate of return on that. Now, perhaps I should 
first ask you what rate of return we should assume. 

A. Well, there has been evidence given in the recent 
freight rates case as to that, expert evidence. 

Q. Yes. 

A. But you are only thinking of an illustrative figure. 

QO. . That 1s right’, but’ I would Tike to vake, some 
figure - - 

A. Six per cent I would suggest as illustrative, 
probably a little bit on the low side. 

Q. Let us take 6% and that would mean that the net 
railway earnings would be sixty million? 

A.’ That TS rtene. 

Q. And then you would like to add to that your Other 
Income. 

A. Well, not in respect of rail property, sir. 

Q. No, I would just like to work out what the position 
would be, if you would follow me on that. Could we put 
Other Income at, say, twenty million? 

A. It would not average twenty million. 

Q. No. . 

A. But twenty milLion has been a high - has been on the 


Hien side. The digest of development would probably give 
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us a better figure. 

Q. You mean Exhibit 1909 

A; Ves,e Sirs 

Q. Incidentally, would this six per cent figure that 
we used, be before or after income tax? Is that the rate 
of return after income tax? 

A. I think that is what would go to the security 
holders, but I am subject to correction by counsel in that 
respec... 

MR. O'DONNELL: Mr. Liddy is without the benefit 


of counsel. 


THE WITNESS: Thank you very much. 
MR. COVERT: Q. What figure do you suggest we 
might take as Other Income. 

A. Oh, for round figures, suppose we take ten million: 

Q. Ten million, and that would give you seventy. 

Me Yeo, teLr 

Q. Then from that, say we deduct fixed charges of - 
what would you suggest as a figure there? An average 
wouldn't you say, of fifteen million or sixteen million? 

A. Oh, fixed charges are bound to go up again, Mr. 
Covert, as we start to borrow. Take the period 1931 to 
1945. Just by inspection - - 

Q@. Yes, would you say around twenty five, or a little 
less? 

A. Well, with prices going away up there, supposing 
we take twenty five. 

Q. That would leave about forty five million? 

Ame YES. 

Q. Then you would deduct from that your preference 


dividends? 
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A. Well, supposing we say that something should be 
plugged back into the property first. 

Q. I was coming to that later, if you don't mind. 

A. Quite right. 

Q. Deduct your preference dividends, and they would 
amount to about 43 million, would they? 

A. When the pound sterling is depressed, five million 
probably would be a safer figure. They were 5.4 million 
until the pound became depressed. 

Q. Then we will deduct, say, 5 million and that would 
leave about forty million? 

Pee Les | Sul. 

Q. Now, that would be available then for surplus and 
dividends on common stock? 

Peivees Gal. 

Q. Now your suggestion is, and I think it waudd 
naturally be, you would say that out of that forty million 
something should be allowed for surplus or something to 
come and go on? 

A. Yes, we must have poor years and good years; we 
cannot always have an even balance sheet every year. 

Q@. And your suggestion is that that amount is what? 

A. Well, the Board found 15 million and a few odd 
thousand. 

Q. Then if we deduct 15 million that will leave you 
25 million? 

Boe YOS ss sok 

Q. To pay dividends on common stock? 

Ky TYesjAsir- 

Q. And approximately what would that give, what rate 


of return on the par value? 
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That is a return of a little over 7%. 
Yes, a little over 7%. 


Yes, that is for the corporation. 


DS te eS = 


That is for the corporation. What I want to find 
out next is what is your suggestion, Mr. Liddy, as to what 
should be the return apart from your Other Income. What 
dividends should you be able to pay just from the railway 
operations alone? 

A. Well, it varies, Mr. Covert. For many years we 
have had 7% from rail and 3% from Other Income. That ratio 
of 7:3 has some merit. Now, today the interest rates - I 
am not an expert in this subject. 

Qa No’. 

A. And I really hesitate to go into this field, but as 
I can help you, probably considerably lower than they were 
fifteen or twenty years 60% Now, whether they go back 
again and swing the other way, you had better ask an 
economist or financial man as to what his views would be. 

Q@. Now, if we onitted the 10 million from the Other 
Income, our figures would have been roughly as follows. 

We take the 60 million and then subtract the 25 million 
fixed charges, which would give us, 35 million; then take 
the five off for the preference dividends which would be 
thirty, and then take off the fifteen for surplus which 
would leave you 15 million for common dividends. 

A. Which would be inadequate in my view. 

Q. Which would be less than 5%; it would be four some- 


thing yieldon the par value? 


Aico ThateLs, Piette 
Q@. And you say that that is really insufimetent in 


your view? 
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A. In my view that would be insufficient to attract 
capital. 

Q. To attract capital? 

Pea bese PLP nt. 

Q. And you think, I gather, Mr. Liddy, that what you 
think is that that is one of the important things? 

A. I think that is a basic element in determining a 
fair rate, what will attract capital. 

Q. So that on that basis of what you more or less think 
things should be, for instance, as you suggest you are going 
to get higher fixed charges which would perhaps indicate that 
you intended to raise money by the issue and sale of bonds - - 


A. And debentures. 


(Page 17320 follows) 


~17320- Mr. Liddy 


Q. And therefore six per cent interest on a 
net investment of $1 million dollars would be really 
insufficient. 

A. It wouldn't look high enough to me. 

As a matter of fact, in the rates case a financial man 
from New York, Mr. Northey Jones of a very reputable 
firm, gave evidence that the rate should be 6.6 per cent. 

MR. SMITH: I objeet to second-hand evidence 
of this kind being given. Mr. Northey Jones 18 not here. 
This man is merely repeating what some other witness said. 
Surely that is not evidence. 

MR. COVERT: I do not intend to pursue the 
matter much further, but I do not think that is much 
different from what we have been doing. 

MR. SMITH: Is there any question of income 
tax arising there, Mr. Covert? 

MR. COVERT: I dealt with that first. 

MR. SMITH: Is that considered in your 
calculation? 

MR. COVERT: Yes, it was after income 
tax. 

MR. SMITH: Has he said how much income is 
required before income tax? 

MR, COVERT: No, I have not dealt with it 
from the point of view of what the gross requirements 
would be. 

MR. SMITH: Would it not be fair to ask 
that question? 

MR. SINCLAIR: I think it should be stated 
that in the record of the 20 per cent case is the 
evidence of Mr. Northey Jones, and it includes the 


cross-examination by the galaxy of gentlemen who represented 
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the provinces there. 

THE CHAIRMAN: My impression is that we have 

had ‘reference to this particular point. 

MR. SINCLAIR: Yes, reference was made to 
are an Our Orie? 

MR. COVERT: Q. Perhaps I should pursue the 
matter which Mr. Smith raised as to what would be 
required in the way of increased revenue from freight 
to bring about a 6 per cent net return on your depreciated 
railway investment. Have you made a calculation along 


those lines, Mr. Liddy? 


) ie I did not. I presume Mr. Northey Jones 


did; he studied the question very carefully. 


Q. But it would require a very substantial 
amount after making allowance for income tax; the net 
revenue would have to be increased greatly, would 
it not? 

A. That is true, but I don't look upon paying 
income tax as being a poor citizen at all. 

Q. You don't regard that as being any different 
from any other expense? 

Bs Some person has to run the country and 
help pay for it. 

Q. In your opinion, Mr. Liddy, are there 
any disadvantages at all in the rate base method 
rather than the requirements method? 

A. No; I don't think in life that you possibly 
can have anything absolute, but as far as my knowledge 
extends I think the firmest thing is our rate 
base. 

Q. You say there are no disadvantages either 


to the railway or to the shipper? 
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A. Well, I think that all these things have to 
be looked at; you just cannot pass them over. In running 
the railway ,as an officer of the company, we always 
have in mind three factors: railway employees, freight 
shippers and railway users, and the owners. Now keeping 
those three factors in mind and balancing out their 
various interests, I don't think you can go very far 
wrong in reaching sound conclusions. 

COMMISSIONER ANGUS: Q. Mr. Liddy, before 
we leave the question of rate, is the figure we have 
been discussing, the six per cent, strictly comparable 
with the figure mentioned in paragraph 44 of the Canadian 
Pacific brief? That is at page 64, Volume I, and the 
figure there is 6.52. 
) A Yes, that is comparable, as I understand 
) Doan, Dir. ANSUS:. 
Q. As I understand it, the 6.52 is based upon 
the cost of capital employed in 1948, and I suppose 
that means assuming that some of it is share capital 
and some of it bond indebtedness. 
Ae Now that you point that out, I don't think it 


is comparable. 


Q. That is what I wondered. 
iM No; but somewhere in our brief reference 
4s made to the return on investment. 
MR. SINCLAIR: I think it is at the top of 
page 69, which reads: 
"Tn view of Dr. Dorau's evidence in the 
20 per cent case that the cost of money in 
Canada currently exceeded that in the United 
States by about one-half of one per cent, 
the decision of the Interstate Commerce 


Commission if applied in Canada might be 
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taken as a precedent for allowing the Canadian 
Pacific a rate of 6.2 per cent on its depreciated 
investment." 
THE WITNESS: I was looking, Dr. Angus, at 
the middle of page 68, where it says: 
"The outcome of this study was a minimum 
figure for rate of return of 6.6 per cent on 
the net investment in railway property. . .' 
That was the figure I had in mind when I mentioned that 
particular,figure. 
COMMISSIONER ANGUS: Q. 6.6 per cent is 
not very different from 6.52 per cent, but 1 wonder 
if 6.52 or 6.6 really represented what the authors 
of the Canadian Pacific brief thought the figure 
in this column should be in rate of return on net 
railway property investment. 
As The 6.6 is specific. It reads: 
" . . 6.6 per cent on net investment in 
railway property...” 
That is specific language. I don't see how, 16. could 
be -- 
Q. You think that would represent a typical 
year, that is not specially good or specially bad? 
A. I haven't really made a study of that, Dr. 
Angus. 
Q. Would it be possible to keep it even every 
year? | 
A. No, that is quite right. 
MR. COVERT: Q. Then, for instance, could 
T put it this way, Mr. Liddy? In the rate of return 
on net railway propery investment in Exhibit 190, 


for example, in the year 1948, the figure is teeoe 
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A. mat 1S right. 
Qs That you say should be somewhat in excess of 


6 per cent? 
As That return for the year 1948, that would 
enable the Canadian Pacific to go out and borrow money 


without paying a premium for it. 


Q. And that would mean you would have to have 


a rate of return or a dividend rate on your common stock 
of about how much? 


A. Of something over seven per cent, probably 


seven and a half. 
COMMISSIONER ANGUS: Q. Would it mean, 

Mr. Liddy, or do you mean they should be able to borrow 
money on return of rail operations alone? I mean would 
you be selling your stock on this hypothesis, 
at par or considerably above par, because there are 
also dividends from non-railway property. 

A. That is true, Dr. Aneus. If the 
shareholder does not benefit from non-railway property 
which was built up largely out of their own earnings, 
you can only fool them so long; they won't give you any 
more money unless you make a return on it. I think in 
the Canadian Pacific situation where we have extensive 
investments in non-rail enterprises, that our dividend 
rate should be such that there would be no question 
thet we could go out and borrow money at a very low 


rate of interest and secure a premium on any share 


capital that we might issue, and that would, to my 
mind, be a sound situation and a great benefit to 
Canada and to the railway entirely. 

MR. SINCLAIR: If I may, I think, Dr. Angus, 


this study that has been referred to by Mr. Northey Jones 
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was worked out on a developed capitalization which amounted 
to 7.17, and that related to the net property investment 
of $1 billion $1 million, and came out at 6.6 and 2/3. 
I think the evidence of Mr. Northey Jones was that the 
Other Income was required as acushicn above that to 
enable the stock to sell at a premium, so that when you 
made an issue it would not fall below par. I think that 
is the fair substance of his evidence in the rate case. 

COMMISSIONER ANGUS: I am trying to get this 
proposition: is the 7 per cent you are speaking of 
payable from rail earnings, and therefore to be. of the 
order of 10, 11, or 12 per cent when you add dividends 
from Other Earnings, ye 7 per cent to include the two? 

MR. SINCLAIR: Well, as I remember Mr. Northey 
Jones! evidence, he was looking at a rate of around 10 
per cent. Now, of course that would not necessarily pnt 
that would be disbursed to the stockholders, but it was 
his judgment that that kind of rate, in view of the money 
market at the time he gave his evidence, would require 
something of that nature. 

COMMISSIONER ANGUS: I put it this way, if 
I may ask you this question: we ese had earlier in 
these proceedings a suggestion that the Canadian Pacific 
stock should sell at par. Are we now discussing a 
suggestion that 4t should be in a position to sell at 
a premium? 

MR. SINCLAIR: I think the evidence in the 
20 per cent case was that it had to sell a little above 
par to enable an issue to be made, because if 1t was 
just at par and an issue was made, it would of course 
depreciate it. 

COMMISSIONER ANGUS: I understand the reason, 


not 
that is the legal reason, for/selling below that. 
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MR. SINCLAIR: Not ‘only the legal reason, 
Dr. Angus. I think the evidence of Mr. Walker was -- 
and I am not positive of this -- that we would not 
dilute the equity of present shareholders by making an 
issue at less than par. If we did, it would naturally 
dilute the equity of the present shareholders. 

COMMISSION ANGUS: I understand that. My 
qéstion is are we really making this a test foran open 
level of rates which would enable you to sell your stocks 
sufficiently above par to take account of the fact that 
the purchasers of stock were acquiring an interest in 
the non-rail properties as well as in the rail properties? 

MR. SINCLAIR: Well, I think, sir, that they 
would look at the corporation as a whole; I think that 
any investor would take the Canadian Pacific as a corporation. 

COMMISSIONER ANGUS: Of course. 

MR. SINCLAIR: And he would consider what would 
be the earnings on the non-rail investments. But +men 
we are not considering that earning; we, I think, look 
upon that as a cushion, and what we are turning our 
minds to is, what would be a fair return on investment 
on rail property which, I think according to his evidence, 
was 6 and 2/3 per cent. 

MR. COVERT: I think Dr. Angus' point is 
they are inseparable if you are talking about raising 
money by selling common stock. 

COMMISSIONER ANGUS: Yes; and whether you are 
considering selling common stock at or below par, or 
at considerably above par. 

MR. SINCLAIR: Of course they were relying 


on Other Income. If the rate on the corporate base was 
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6 and 2/3 per cent, that would not attract capital. 
They were definitely relying on Other Income to provide 
that cushion that would enable them to have a continuity 
or carning power LO attract! capital. ~£. Uhinkercrss 
quite right that you cannot separate them in the mind 


of the investor. 


(Page 17327 follows) 
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MR MACPHERSON: TI think, Dr. Angus, one must 
take the evidence of Mr, Northey Jones in conjunction with 
the evidence of Dr. Dorau, Dr. Dorau's evidence was to the 
effect that with a rate base of one billion and one, 
which had been urged by the C.P.R., @ reasonable return 
would be 8.2 per cent, and Exhibit ge in the 20% Case and 
the examination of Dr. Dorau on that exhibit indicate that 
the rates would have to be increased 81 per cent from their 
level prior to 1946 and 1947, freight rates, in order to 
produce a return of 8.2 per cent. That was Dr. Dorau's 
evidence, and Dr. Dorau freely and frankly admitted that it 
would require an increase in freight rates of 81 per cent 
to pay what he considered a reasonable return on a rate base 
of one billion and one. 

COMMISSIONER ANGUS: My difficulty there is, can 
one take evidence given in the 20% Case as a means of 
interpreting what the Canadian Pacific has specifically 
asked for in the brief presented to us? 

MR SINCLAIR: I think, Dr. Angus, that we make 
reference to that, and it was on the assumption that the 
full record in the 20% Case is part of the proceedings here. 

MR COVERT: I think, Dr. Angus, that it has been 
explained about six times now. 

MR SINCLAIR: ~ I think it is ‘only fair to ‘say in 
answer to what Mr. MacPherson said, that Dr. Dorau did 
point out that he was not a freight-rate man, and he could 
not say how this money was to be raised from the freight 
rates. 

COMMISSIONER INNIS: Is there any evidence to show 
that any railway on the North American Continent has been 
able to attract capital by the sale of common stock? 

MR SINCLAIR: I will be glad to look into that. 


I am not able to answer the question. 
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MR FRAWLEY: I made some examination of that 
following the answer which Mr. Crump gave to me, that he 
did think that the freight shippers of Canada should be 
required to bring the Canadian Pacific stock back to par, 
and I have a table prepared which I propose to offer in 
evidence, primarily, sir, to show that there were a good 
many regulated utilities whose stock had fallen below par, 
was selling in the market below par -- something that I 
think my friend Mr. Evans told me at the time was a most 
amazing and extraordinary situation; but I think I have found 
something which will substantiate the suggestion I was 
making at that time, which was that there was nothing tragic 
at all about the fact that the Canadian Pacific stock was 
selling under par -- certainly nothing that should place 
upon the freight shippers the burden to pull it back up to 
par, a condition which they had nothing to do with bringing 
about. 

COMMISSIONER ANGUS: I,do not think I have been 
fortunate enough to get a clear answer to the question I was 
asking. 

MR COVERT: Q. Now, Mr. Liddy, could I put this to 
you: You would think, I believe, that the rate of return on 
your net railway investment should provide in what I think 
Dr. Angus has termed the fat years enough to take care of 
the lean years? 

A. I think that is an element, yes, sir. 

Q. One other question I wanted to ask you about the 
rate base: You would recognize, I think, that it would be 
perhaps quite a long job to work out a rate base that would 
be shall we say approved by the Board? And I wanted to ask 
you if you had any idea ag to whether that could be done 


otherwise than by a physieal valuation? 
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A. Well, our idea was, Mr. Covert, that our rates 
base was Obviously low, below cost. 

Q. I do not want to get into a discussion of that, 
Mr. Liddy; I just wanted to ask you perhaps if you could 
Gell me this, if you think that there is any proper way of 
doing it other than by a physical valuation? I think per- 
haps your answer to that is yes? 

A. Yes; for this reason, that the Canadian Pacific 
is very fortunate in having a continuous record. We have 
not been sold and bought. We have continued as one corpor- 
ation, and have our continuous accounting records, and, 
from what I have read -- and again I must apologize, not 
being an expert on this particular subject -- from what I 
have read, the firmest and the most informative figure is, 
what do the books show as to the actual cost? 

Q. You consider that the C.P.R. has sufficiently 
detailed records to permit an independent verification of 
historical cost of investment in railway property? 

A. Yes; we feel we have got excellent records, 

Q. An independent verification of these records, 
would that be a long or costly proceeding? 

A. I would not think so. That is a matter for people 
who have a little knowledge of railway physical--- 

Q. They would have to take some physical checks, I 
Suppose? 

A. Oh, I think so; and they ought to know what is repre- 
sented, ought to know what is represented in the books when 
you say a terminal and when you say a bridge of a certain 
kind. 

Q@. Would you think, Mr. Liddy, that both the C.N. and 
the C.P,. should be on a rate basis? 


A. Yes; I think that igs the only way to get a common 
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Q@. And I suppose perhaps the method of working out the 
rate of return on the two railways would have to be differ- 
ent, would it? 

A. Well, you ask me these questions, Mr, Covert, and 
really I am not an expert, and have not really thought of 
these matters, but, unless I am wrong, 2 rate of return is 
to enable an enterprise to get along and be vigorous and 
perform the duty for which it has been set Up. 

Q. The same would apply to the requirements , really, 
too? 

A. Well, there has been no end of misinterpretation 
of what has been requirements, and the Canadian National 
can speak for itself as to what return it should make to the 
Government. I think a rates base, property investment, 
gets down with the two companies to the same elements of 
cost, the only common ground that I know of. Requirements 
cannot be a common ground with the two companies. 

Q. But you say a rate base and a rate of return can, 
that there can be a common basis? 

A. Yes; they have done it in the States with far 
greater difficulty, fixing a rate of return for many, many 
railways. Surely in Canada we can fix it for two. 

Q. And you think it can be done for the two? 

A. I see no reason why it cannot be done, 

Q. Now, in your evidence I think you were discussing 
the question of the ratio of the net to the gross earnings, 
and I wanted tto ask you, if rates are to be established 
having regard to a reasonable return on railway property, 

I would sugges‘t that the important ratio from the point of 
view of the reggulatory body would be the percentage or rate 
of return on thte investment rather than the ratio of net to 
gross earnings? 


THE CHHAIRMAN: Rather than what? 


pen, Wine. ps a ss, Oita Toe ae 


ee 9d eRe 
‘ ; 


A Y ; " i it : Hise 
_ ee i ; Tae | i 
va es ee 
Fie A ae | 
4 , ; 
are | een eae frig teed 
oat ah i) ( 
rae a ay aed 
pis wet SOE ESN PROT oN 
‘ ) : " As or * a 3S LS ae (4 os 
: ey Eee ay eh ACES | OAM 
. ‘ 
G t 
ee a ' ghey te 
4 aD Ore ie ee ie 
Serer ill G be : at 
{ ; mer ree sie: a Sl : — Si ; : 
reat 5 } pene oes TH “fe MEL easy | vee gh] away 40 
ME fee eee ara ie ea y : 
fe ‘ote wat ay Dee a eee, chee 
ae i 
WaPo Ae 
Piupatees 4 y Fa be ae Ne areomin wre) | 
: win Eee ee deck = ore es! 4 
WS RE ees ee cor é) #783 \) 
. 
: is oe F OE eee % andes reer 
Hieewencret ares | tks iM FU SUP ec sf ag ad GORD 
Pa oto oe eh Se ATS 
” 
org wi F es ee) oS ea na iat -f 
OARS BEM | 5 ARES RIED oe 
; 
. . and i 
BS er LCE OEY ME OME? ti Were! 3 e TID 9 sets 
» 1 
orig t Hi Ot wench 7 Bt 490% wa 
fad ses ' me Tre eu hl ety 
aay a MED Rees oN DCist Lari sma a PVT ASI89 ; 
ead E i ne } r 
Owe Sear y zie. oe. shined wel eos yt awit i 
esi : “ Lf é oth iy j eat mit Re ce ae ae oor i ; is | 
Pe Ses Mi sc We A Ee Ma Wt) SSR ED) Re ae 
} 
1 7 oe bs vee Wie 
ey a ie Be 4a) . ry Be i 1h are ‘ ah fA Ne ah Rh 
, a 
het ose Re ah “ae Ta, 
Ot ae we ba | a } 
j eps . 
ye aod VOOLRET 2) Let DLE Beh aa \peam err) wane 
; } . 4 
— a ~ s oy hy eee: rd ge ot Np x3, b mise oF (Be 
to Alog sm3 Mave wee onuins ale Dae a ane. yar irs 
‘ PUNE totum 
Sect HO. oR Re aa ome sae Pee ia by a yi : ne ee a et: Bs a. ‘% hea ye 
a a ee ne : pe ht Bete? Me pee as Say My any dy | ak ad ng aL j i! a ie i hey 
i iT st F 


e AR 
2 ani ne aria 


ae att sunita a Me ALAR 


ie i 


~17331- Mr, Liddy 


MR COVERT: Rather than the ratio of net to gross 
earnings.. 

THE WITNESS: I would agree with you, Mr. Covert. 
What is needed is for dollars to be brought in, and you have 
a firm figure of investment and you have a rate, and that 
will give you dollars, Now, an operating ratio will 
Pluctuate, jump up and down. 

MR COVERT: Q. It would not really be a proper 
test for a regulatory body to use, would it? 

A. Not under all circumstances. You would have to 
make a lot of allowances and analysis. 

Q. If you did you might reach the stage where the 
owners were entitled to twice as high a return simply be- 
cause gross earnings had increased? 

A. You mean if you set upon a straight--- 

Q. Yes. 

A. Oh, yes; that would be entirely unreasonable, to 
do anything like that. 

Q. Now, there was one point that was not cleared up 
Satisfactorily to me, Mr. Liddy, in connection with the 
discussion that arose out of the examination of the basis 
on which the assets of roads were included in C.P.R. 
accounts; for example, you purchase the assets of another 
reilway company, and I think you were asked as to how 
these would be included in the C.P.R. accounts? 

A. A great many of the so-called acquired lines were 
lines that were actually built by us. I could give you a 
list of those, Mr. Covert, 

Q. I would like if I could just to confine it to one 
example, to clear up 4 yp oint that pothered me. . Perhaps I 
could suggest an example to you. Suppose, for the purpose 
of easy figuring, you pvurchase property of another. ratiway 
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million, and say you were fortunate enough to purchase the 
business for $1 million? 
Aes avee. 


Q. Now, say again, as I Say, for easy figuring, that 


on the books the road property was valued at $1 million end 
the rest of the property at $1 million, 

Ay *Xes, 

Q. That is, on the books of the vendor company. How 
would you allocate that road property on your books? 

A. In those cases we took it in at the price we paid 
Por Li, 

Q@. Yes, but, you see, you paid $1 million for $2 
million of assets, that is, $2 million on the books of the 
vendor company? 

a. Yes, 

Q. Now, when you split thet up among the various 
items -- and, as I say, I Suggest the roadway property of 
the vendor company was carried at $1 million; now, how would 
you put that on your books? 

A. We put it on our books at $1 million, as a matter 
of fact. 

THE CHAIRMAN: Q. At what? 

Ae, AY $1 milizonee not st $2. milion: 

Q. The price you paid for it being $1 million; is 
that it? 

Ay Ue thom Rice an ied sre 

MR COVERT: Q. Perhaps I have not made it clear. 
You see, on the vendor company's books we will say the 
roadway was carried at $1 million, and its other assets at 
$1 million, so the total is $2 million, but you purchase the 
whole business at $1 million. Now, how do you set that 
roadwey property up on your books? 


THE CHAIRMAN: Did you say, purchase the whole 


om eeadowws og Mae 


4 


4, > 
his nes 2 } 
ae 


at We | : 
a ee as scenes 08 | ae 8 
ce OEE Ems. Ey ae Rew hey ew eto, a 

| ROE Ite eA ae vee 


a 
“| 


“tO gohetey oe a) ee 08 ‘a88. a0 8 ee wae ie in 
saplond qe Ae EesowoEy fhe seca senate o ? 

vy ‘i a a Uy | / 
x pote Ste da sooth Seed. et aoe? ‘enomt aE, me ene nie 


Hew aie ie a Ban he mi f 


ae Ay 
yh 


ae eo% sokivien £2 B4eg bay 1808 were aes ae oO 


aft Ve dlobe ede BA cb EEL aH pas deci (G80REo 46 robbie iG a 
ryneqnan no ba 


cog jA07 7 ae 


( it | y) 
anciiey ad® antome ou) tana Hage EN ase. wort oe i, 


ot 4. hey is ce ble id 7 Slee I | - 
$o YRLAGOuE Yeweeat pre Shee e ne i 86 a8 amon Be 
wow wes .way qeelifiw fe ae oat cepa a. che BARE? kobrew one " 


Caeed awOy Ae gent ee 8% Na 
tagdan @ ea .wokitie Le te axoad tye mA ferd aug ei ast we, 
oe CE a ae 
ies We eyty Way) Nici ae A a die 
sity $A MAMREAHO SHPO 
AOtifin 22 ge FOR Fable {4 $A Me vn) : 
at wropfifin £8 anted #i 1% plaqg 8 ‘ath: hai lisn' adt fh m7 i 
| Noe | Rab gat 
a at das ae) 
feate ft Sbem re event agadiad 4h ‘pao AM 
art yoo Lily sw peload 4 ai Man GNeg “— 
36 hiosae wage aah bas see) Oey bat ip te 6 : 
iedd gos ON ob teal ee nents 
| tnloed rit fo av a 4 
of Ls de tianbe. cle poe pees 


-17333- Mr. Liddy 


business for $1 million? 

MR COVERT: That: Lsivieht, 

THE WITNESS: Well, there have been very few cases 
of that. If I was handling it I would prorate that $1 
million that we paid for that property between those two 
assets, and the railway assets I would take into the railway 
property investment at that prorated figure, 

MR COVERT: Q. My point is that in the final 
analysis you would only show on the C.P.R. books your total 
cost of $1 million? 

A. Yes, in the corporate books, 

Rh L Viesy 

me? That 1s *rlehe, 

Q. So the valuation on this property which was shown 
on the books of the vendor company at $2 million would never 
appear as $2 million on your books? 

Ay, Thet, Lsombenti, 

Q. Just $1 million, Now, the sllocation of the various 
items of property which you purchased from the vendor compeny, 
that would be a matter of the exercise of judgment, and 
perhaps there might be a good many things that would enter 
Lowe ib? 

A. It would probably require -- it might require an 
appraisal, 

THE CHAIRMAN: Q. But in any event would it ever 
exceed $1 million? 

AWONO*,: sir, 

MR COVERT: Q. Which you hed paid? 

Ae NOG SLRs 

THE CHAIRMAN: Q. It is within that $1 million 
that you would do your appraising end your allotting? 

A, That isevignc. 

MR COVERT: I think that question srose out of a 
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question that you asked, Dr. Angus, and it seemed to me 
that it was never cleared up, and I wanted to know if that 
Satisfactorily answers your question. 

COMMISSIONER ANGUS: Yes. 

Q. What I was trying to lead up to was this, Mr. 
Liddy: Would that type of valuing property that is 
acquired by purchase make it very difficult to compare two 
railways, assuming that one of them hed built its own line 
throughout and that the other had gradually purchased a 
number of bankrupt companies? Would the result be to give 
those two railways very different rate bases for the same 
physical assets, or at any rate for comparable physical 
assets? 

A. I do not think the proportions would be large, 

Dr. .ngus, but a lot would depend upon how good a bargainer 
they were. 

Q. Yes, everything would depend on that. 

THE CHAIRMAN: Q. Depend on what? 

A. How good se bargainer the purchaser was -- if he is 
going to pay a lot of money for some property that is not 
worth very much, then you cannot compare it with anything, 
can you? 

COMMISSIONER ANGUS: I was thinking, of course, 
ultimately of comparability between the Canadian Pocific and 
the Canadian National. 

THE WITNESS: Well, a11 I can say is for the 
Canadian Pacific that anything we bought we thought had 
some value before we paid for it. Now, the Canadian 
National no doubt have their own situation and are quite 
capable of explaining to this Board what they have done and 
why they did it. 

COMMISSIONER ANGUS: Q. And in the case of 


American railways would they be comparable? 


she OD MMS 3 teebire, seen VAG : 
eylte: ts aUEDE: pashedaew!: B bree oe 

_pabtahsing? aN | 
I neey _ sree abo 


i 


i 
ari, a Bans: pane ae beak. gt: anaedies: satin 9 r 


£ ox 


Pa 


. fa a: are wes a LS OS 

et - QupagMo OT eek SOT ET cerony Tbk: Ga all as st rq: 

(Be ASA ewa 4idebbena: bark: este eid ‘guay! ‘ns ‘dui ak 
id qotad bitte 


god. goeoi these? feb: yao iayew ited bud “seed? 


ol 


eed uae Rise) ead: ba wow -%4e itntaqdaio- ‘pasa 


ats 


CLEOLE Wy Sad ene Ceca oo ree tage op Nene ‘hen’ “EO ta¢eten(Legts ‘irk q 
See aks 
Sdtegan 


aan. .Ad patwon vane Meagang “Oa aad it een 6b’ = ars if 


n2hoeS toed aca need Hinew Pel *s gud gagaa,*. od |e 


» ein Wish 


7 
| ie eda ou ge Pye < Pies Sine ft 
ert so (bregeS Bigaw seiddyteve yeseY VS 
‘tetiv cap ‘byend .), sWAMRPAND SRT 
ai “hi == en ceo etonay eft saatepyed a boom Wel “TA 


fan gf dient yuaagotg shor 452 yehom to VOL e Vey Od Bats 
agieguee tahte tL evegro: wontieo nog Wokd neu Yesr ittow ' 
TWON -aA60 


“aisind aew I 800m, AiO Teerao a 


7 

a ar LO wad oft nsowied vyetCidetsqaci to vletantbiny 
Leto ried we iberbo ah 

‘ 

ged +9't ef Yea neo LT fis (ike seendtiw sav 
; : ’ ronete SO ame emcee tos So 
ped goimvedd aw difavod ow antadine dade skies? apipensd 
“ bev (ae! + oe nil bey ‘ ey ty Ayietd ; - pare opeke J 
nekbens) ego ywowk .di ox Daag ow SiGtod: su I6e SMOe ~ 
1 - ay, on | 


Stivp ove hae seltevtte nwo. atatld ave JaUob od sgtottsil 
ae ote owed yor dere Buse efad od gxinla Ay nd oar 


te gmat Qt ch Ha Ae Oe WK, SHOU -asiatos meth 


Felice veagens ae eats “Bon ayawlier , 
ho eu 


ne, 


=17335- Mr, Liddy 


A. Between themselves? 


Q. Between themselves end with the Canadian Pacific? 

A. Well, I believe that the Canadian Pacific invest- 
ment can be favourably compared with any American railway. 
Now, that sounds like being a partisan, but it arises from 
the fact that the Canadian Pacific always has been in this 
business of transport, it received from the Government a 
command to operate a railway forever efficiently, and that 
seems to have permeated the Canadian Pacific organization, 
and this Other Income that we have built up has always 
been with the idea that we would never fail and let the 


Government down in doing that, 
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Q. I did not mean that; I did not mean compare 
favorably: I meant compare accurately. 

A. Well, that is quite a braod question, Dr. Angus. 
I don't know that Icould really intelligently answer 
your question specifically. 

MR. COVERT: Q. Mr. Liddy, would you turn to 
page 109 of Part I of the Canadian Pacific Submission, 
where it deals at the top of the page with the discussion 
of the review of the capital structure of the Canadian 
National. I am reading from about the middle of the 
paragraph numbered 54:- 

"Any measures designed to provide an 

incentive to continued and increasing efficiency 

on the part of the Canadian National or any 

other railway are desirable. Nevertheless 

Canadian Pacific would be deeply concerned in 

any reduction in the fixed charges of the Canadian 

National unless the principle is recognized 

that Canadian National should be permitted to 

earn a reasonable return on a reasonable deve 

of railway property investment". 

Now, as I understood from you before, you think that a 
rate base could be set up for each railway, Canadian National 
and Canadian Pacific? 

A Yes. 

Q. And your point is, that as long as you have these 
two rate bases and the Canadian Pacific is allowed to earn 
a proper rate of return and the Canadian National is allowed 
to earn a proper rate of return, you have no objection to 
this revision of capital of the Canadian National? 


A. I don't see how we could have objections, if the 
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Canadian Pacific is unable to live under fair competition. 

2. I wondered if perhaps you had in mind there might 
be something a little dangerous in the future. For example, 
I put this to you. Suppose a valuation were made of the 
Canadian National property, and we will say it was considerably 
larger than that of the Canadian Pacific, and as a result 
the Canadian National showed continued and handsome profits. 
Now, that might possibly affect the position of the Canadian 
Pacitic? 

A. And in the meantime we are earning a frir return 
too, sir? 

Q. Yes, but this thought occurred to me, and I was 
wondering if it was in your mind too, that possibly since 
the Canadian National is owned by the “seople, they might 
feel that the monies earned by the Canadian National were 
too much, and they should have lower rates; while if they 
had lower rates that would of necessity mean that the 
Canadian Pacific would have to have lower rates. 

THE CHAIRMAN: Pardon me a moment. This may have 
been disposed of before I came in because I came in late. 

Do I understand that there is a suggestion of two rate bases, 
one for each railway? 

MR. COVERT: Yes. 

THE CHAIRMAN: Has that been discussed? In that 
case what would be the common rate allowed, because it would 
have to be the same wouldn't it? 

MR. COVERT: Yes, the rate - - 

THE CHAIRMAN: There is no question of two 
different sets of rates? 

MR. COVERT s..NoOG eb don ke. thinks. 


THE CHAIRMAN: Is there, Mr. Liddy? 
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A Freight rates? 

Q. Yes. 

A That would be impossible I would say. 

A) That is what I say. Then, if you have a certain 
base rate, say, for the Canadian National and another for 
the C.P.R., how would you dispose of those in fixing 
freight rates? Has that been discussed in my absence? 

MR. COVERT: No, perhaps that has not been worked 
out that way, Mr. Chairman. I presume that the freight 
rates would have to be adjusted in your view, Mr. Liddy, 
so they would give the Canadian Pacific a fair rate of 
return on its depreciated railway investment. 

Avene YOSs Me. Covert. 

THE CHAIRMAN: Regardless of whether they worked 
out more generously to the Canadian National or not? 

MR. COVERT: Yes. Would that be your view, Mr. 
Liddy? 

A. Well, I would say that that would be our disability 
in that case, if we were - - 

THE -CHALRMANs. If youxgou a-fair return? 


A. If we got a fair return and 
didn't -+- 
Q. Even if the C.N.R. on account Of its valuation 


got a greater return, that would not make any difference 
to you, would it? 

A. Well,.if we got a fair return we feel that we could 
compete. 

Q. Yes, that is the way I read this paragraph 54. 

COMMISSIONER INNIS: You are not concerned as to 

the extent of the Canadian National's deficit which arises 
from the sort of competition which you would be able to give? 


A. Well, thas is) theivy burden, (dir: 
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Q. Perhaps it is the Dominion tax payers! burden? 
A. Well, we help to share it of course, indirectly, 
and perhaps directly. 

THE CHAIRMAN: You say that if there is any 
reduction in the fixed charges of the Canadian National, 
you don't want that fact to prevent your company from earning 
a reasonable return on a reasonable level of your railway 
property investment? 

ATMSInSAU Iris eriehnty 

MR. COVERT: In connection with that, Mr. Chairman, 
I was going to ask Mr. Liddy if he felt - - 

THE CHAIRMAN: That is to say, whatever is done 
about Canadian National finances, you want nevertheless to 
have a freight rate such as will allow you to earn a reasonable 
return on what you called a reasonable level of railway 
property investment? 

A. That isvrishbd; six; and ‘we ‘want ito be bassurcd ok 
that. 

Q. unl cumderstand. 

A. The assurance must be very firm. 

COMMISSIONER ANGUS: You are saying that the 
Canadian National also should be permitted to earn a reason- 
able return on a reasonable level of railway property 
investment. Now, is the point that we are arguing really 
this, that property investment is a matter of appraisal, 
inefactoin history if you like; that what’ Us. a) reasonable 
rate of return for one company might not be a reasonable 
rate of return for the other? Is that the way in which you 
reconcile the two propositions? 

A. Really this is again beyond what I really intended 
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THE CHAIRMAN: You see, Mr. Covert has questioned 
you on that very thing, on what is set out in paragraph 54 
of the outline submission of the Company. 

wR Yess srr 

MR. COVERT: I had a question, Mr. Chairman, that 
Pethougho mightecut this short, if -Lecan,- gcive wu. 

THE CHAIRMAN: Before you put it, perhaps this 
would help, I don't know. You see, in the United States 

there are so many railways and they are gathered 

together in groups, then an average is struck. Here we 
have only two railways and an average. here would mean adding 
the two together and dividing by two. All right, go ahead. 

MR ye COVERT ten Qs 9L had ine mindether perharce ane 
Canadian Pacific's fear really arose out of the fact that 
the fixed charges of the C.N.R. might be reduced and the 
rates fixed on a requirement basis. 

A. I believe that that would inevitably be the public 
pressure; the public pressure would inevitably bring that 
about, unless there was a firm commitment otherwise by 
statute or something. 

Q@. Yes. Then, Mr. Liddy, can 1 put.at to you, this way, 
that as long as both railways are put on a basis - or I 
suppose you are chiefly interested in the Canadian Pacific; 
if they are put on a basis that they get a fair return on 
depreciated railway investment, then you have no quarrel with 
what happens to the Canadian National's capital structure? 

A. No, if that is a definite assurance to us. 

Q eiYest 

A. Not just an informal one, but a formal assurance. 

THE CHAIRMAN: Does that mean that in such a case 


the rate should be struck according to the requirements of 
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the more needful of the two companies. It must mean that. 

Q. Would you mean, Mr. Liddy, or do you think there 
Should be an average struck? 

A. I think the Canadian National are capable and 
willing and anxious to oprate their property to make a fair 
return on a fair value. They are the same kind of people 
as the Canadian Pacific officers, and they have lines extending 
across this country touching cities, hamlets and agricultural 
country; and I think the Canadian National are just as anxious 
as we are to earn a fair return on a fair value. 

Q. Well, I wondered, Mr. Liddy, if you had given 
thought to a mesa Such as this. Take, for example, the 
inclusion of a line, we will say, like the Newfoundland 
Railway. Would that make any difference? 

A. We have of course some bad eggs in our basket too, 
but if the Canadian National is put on a basis of earning 
a fair return on a fair value = 

Q. That would be an advantage - - 

A. I think that would be a good point of resistance 
to any bad eggs coming into the basket at some future time. 

Q. Then you think that might be a good thing as far 
as railway operations are concerned? 

A. To my humble mind it appears that way, yes, sir. 

Q. Now, would each railway have an interest - when I 
say "each railway" I am referring specifically to the 
Canadian National and the Canadian Pacific - would they 
have an interest in the valuations that were made for rate 
base purposes of the other railway? 

A. I rather think the same principles ought to apply. 

THE CHAIRMAN: What was your answer? 


A. I think the same principles ought to apply. 
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MR. COVERT: Q. J think perhaps I have 
made it clear, Mr. Liddy. What I wanted to find out is, 
would theC.P.R. be interested in the valuation placed on 
the Canadian National Railway investment? 

A. Well, I think we would certainly be interested in 
une results. 

Q@. Yes, that is what I mean. 

A. That is inescapable. 

Q. If they were both put on a rate basis, Mr. Liddy, 
do you think that that would mean that the Canadian Pacific 
would be highly interested in, or, should I say more 
interested in what happens in the Canadian National? 

A. I think both companies would be more interested 
in putting their arms around each other and getting along. 

Q. If they were both on a rate basis? 

As Yes) Sie. 

Q COMMISSIONER INNIS: You think the embrace might 
be warmer? 

A. That 18 @ 600d way Of putting 16, Dr. Innise 
We do get along in many respects. 

Qa. Yes, L am awarceor thax. 

MR. COVERT: Mr. Liddy, have you’ any 2dea Vow 
you would establish a value in the case of a railway that 
has been losing money consistently? For instance, let us 
take the Newfoundland Railway for example. 

A. Well, I think that) is.a livcle bit eo] proo... 
that railway. I have not seen it, but it 18°a narrow eauge 
railway. 

Q. But I just used that as an example. We will say 
it operates continuously at a loss, or we will skip the 


name and say you have a railway such as that that always 
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operatesiat.a Loss; it 1s really a liability. How would 
you value that? Would that go in at - - 

A. Has that railway got any prospects in the future? 

0 re don". know . 

THE CHAIRMAN: What is that? 

A. I would like to know if that railway has any 
prospects in the future. 

MR. COVERT; Well, let us take a railway that has 
not. 

A. Well, I really think that is beyond a bookkeeper's - - 

QALY rteht, vou would say then that that would be a 
Matter, we wilh say Sf 4t “sr the Board, the Board of 
Transport Commissioners, to decide when the valuation is made. 
That is the way you would deal with it? 

A. I think there are a number of aspects to this and I 
Just cannot deal with them easily by a stroke of the pen. 

Q Now,: Mr. Liddy, would at) be  fatiri to Say that over a 
long period of years the requirements basis has perhaps been 
satisfactory to the Canadian Pacific? Shall we say, up until 
recently? 

A. The situation, yes, I would Say, that prior to 
1922 the requirements basis was Satisfactory . We were 
Erowing at that time, the country was rapidly expanding, there 
WaS no Severe competition and the Canadian Pacific was able 
to get along nicely. 

Q. 


7] 


And now you feel that the length of time taken in 
the hearings in the recent rate cases indicates that thae 
requirements basis is unsatisfactory? 

A. It just seemsto be impossible for us to get a freisght 
rate case within a reasonable length of time on such a basi 8. 


Q. And you think that the fact that they are on the 
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requirements basis is the main reason for the delay? 

A. Well, that has been a great part of ourditiiculc: 

Q. And you say that that situation would be remedied 
to a large extent if you were on a rate of return? 

A. It would disappear. 

Q. Now, if you were put on a rate basis, that would 
mean a considerable enlargement of the staff of the Board 
of Transport Commissioners TI assume, wouuldn't it? 

A. It would require some enlargement. 

Q. They would have to have a staff to check and 
audit the books of the railway companies? 

A. We want them to ‘say that they are satisfied with 
these figures. 

Q. Yes, and they would have to have a staff that could 
do chat: 

A. Yes, J don know how large, but they would have 
to have a staff that is qualified and would carry weight. 

Q. Well, I suppose you know the accounting staff of 
URC Bet .C + now? 

Aww Iteis practically zero I believe. 

Q. Yes, so there would have to be a reorganization of 
the Board of Transport Commissioners as far as that end 0.f, 
it is concerned. 

A. Yes, but I am not envisaging a large staff. 

2. No. Now I don't want to delve into that too much, 
but what I wanted to ask you was this. Supposing they had 
a staff that could check your figures now for the purpose 
of examining these figures and Satisfying the Board, why 
could not that be done operating on a requirements basis: 

A. There is no sound principle om the basis of 


requirements. 
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Q. I see, but couldn't they check your figures 

just as well? 

A. But you have got to have a sound basis to go on, 
on requirements, and there is no basis. We have had a 
common treasury for sixty five or sixty eight years. There 
is no AIOE ieee Say. as to the money that came in and the 
money that went out of that treasury, what are the require- 
ments on such a basis? 

3. Can I put this to you, that an increased accounting 
staff in the B.T.C. -- 

THE CHAIRMAN: In what? 

MR. COVERT:-- in the Board of Transport Commissioners, 
would not in your view change the picture at all as far as 
rate hearings are concerned, if you remain on a requirements 
basis? 

A. Outside of getting uniformity of accounting, there 
may have been some little time spent on that. Outside of 
that it would still leave the essential problems, the impor- 


tant problems in rate cases to be settled. 


---SHORT RECESS 


(Page 17350 follows) 
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--- On resuming: 

MR. COVERT: Q. Mr. Liddy, I wanted to ask 
you this: you would have to give weight, in your opinion, 
to what allowance would be made or what consideration 
would be given for prudency of investment in any valuation 
or determination. 

AD Now, you have me on the law of the Land: Mes 
Covert, but it does seem to me that prudency has some 
bearing. With the Canadian Pacific we think our entire 
investment is prudent. 

Q. I am thinking of a case like the one I 
mentioned, you would have given weight to the prudency 
of investment in the case of the Newfoundland Railway? 

A. Yes. You either do it in the rate or in the 
investment. I look upon the return as a product of 
the investment and the rate. 

Q. If one of the railways was more prudent 
in its investment ae the other, you would take that 
into consideration in determining the rate of return 

rather than in considering the prudency of investment 
ag far as fixing the rate base. 

ee As long as you don't strip him down to 
the bare bones, yes. 

COMMISSIONER INNIS: Q. These bad eggs 
of which you spoke, are they the result of prudent investment 
which has later gone sour? 

Ae Well, take the railway in Newfoundland -- 


Q. You mentioned that you had some bad eggs 


in your basket as well as the Canadian National? 
A. Yes, we have some pad eggs. 
THE CHAIRMAN: Q. The point is, how did 


you come to acquire them? 
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Ae Well, take some lines that were built on the 
prairies, the weather did it. 
COMMISSIONER INNIS: Q. They were good 


investments at the time? 


A. Yes; 
Q. But conditions have changed? 
Be Thats is. right. 


MR. EVANS: Could one consider the matter 
of determining prudency on the basis of ex poste facto? 


COMMISSIONER INNIS: Yes. . . 


COMMISSIONER ANGUS: Q. Did we not have another 


case suggested by Mr. Walker's evidence that some investments 


which were not prudent when first made justified them- 
selves by the progress of events? He wasn't speaking 
of the C.P.R. investments. 
A. That (isiM@onceivable, 

MR. EVANS: That is this aspect of prudency, 
I would think. I would think that prudency would involve 
a propriety, in a sense, if good business judgment was 
exercised, and there was nothing improper about the 
methods pursued. 

COMMISSIONER ANGUS: Q. I thought perhaps 
we were approaching this type of question: if a raitway 
were obliged independently of its own judgment to take 
over some existing lines which were notiat the time 
remunerative, and they become remunerative later, and 
if you were trying to establish a rate base which excluded 
those lines at one time becaquse they were not capable 
of earming, you might have to revise that rate base 
later to include them, eke r 

AC I would think so, Dr. Angus. You might have 

many details of your investments; you might have many 


analysis, and 1t might be a varying factor throughout 
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the years. I just cannot see that a rate of return 
could be fixed in 1950 that might be a good rate in 
1975. I think we must go step by step. 

THE CHAIRMAN: What use is made of this word 
"prudency"? Is it a measure by which a company is 
punished for having done something which it now appears 
Should not have been done? What use is made of the word 
in these American proceedings? 

MR, COVERT: My understanding is this, Mr. 
Chairman: In considering what items are properly 
included in a valuation for a rate base, if the invest- 
ment is not what they call a prudent’ investment, it 
may not be allowed to earn a rate of return. 

THE CHAIRMAN: You are talking always of 
railway investment? 

MR. COVERT: I think that is the general 
public utilities practice. It must always be a prudent 
investment. 

THE CHAIRMAN: Yes. 

MR. COVERT: For instance, if they obviously 
paid too much for the item, it might be examined by 
the Board fixing the rate base and they would say: 

"We will exclude this." 

THE CHAIRMAN: Or cut it down. 

MR. «COVERT: »a¥es, “or cut it down. 

THE CHAIRMAN: They might say in effect 
you paid $2 million for this item and it is worth 
$1 million. 

MR. COVERT: Yes, 

THE CHAIRMAN: Has that actually been done? 

MR. EVANS: I have not gone too closely into 


these cases, but I would like to suggest this to my friend, 
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Mr. Covert, that I would not interpret what I have read 
of the cases to go quite as far as he goes. I would 
have thought it was something like this, that if they 
paid $2 million for a property that might be worth $1 
million, with some purpose in mind -- that is with some 
deliberate purpose of over-paying for it -- that that 
would raise a question of prudency; but I would not think, 
as I said to Dr. Innis a minute ago, that you would now 
attempt to say that a property at the time of purchase, 
forty or fifty years ago, was worth only a $1 million 
and you paid $2 million for it. But if knowing that, 
you paid more than the going value ee for instance, 
this might be a situation where a small railway 
appears to be a desirable link, and another railway may 
decide to purchase it; if it is worth on its books, 
say, $100,000, and the railway is cajoled, coaxed or 
for some purpose of its own decides to pay $2 or $3 million 
for it just because it was held up, then I think the 
tribunal examining the question of prudency might conclude 
that it was imprudent, but I would not think that you 
would try to evaluate it today in the light of what the 
property was worth at the time of purchase. 

THE CHAIRMAN: Prudency must mean the prudency 
exercised by those who entered into the investment; 
Le omienc be 2 disappointment later. 


MR. COVERT: It really all boils down to the 


meaning of the word "orudency". 


THE CHAIRMAN: Yes, and I am trying to find a 
meaning. It strikes me that prudency is something exercised 
by a person who spends his money, or who invests his 
money, in something Which may within the next ten years 
upset all his plans, but which at the time appeared Rote 
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COMMISSIONER ANGUS: Did not the Board in the 
el per cent case use some language of that sort, that they 
would like to be satisfied that investments had been 
properly made? 

MR.- EVANS: Yes, sir, they did; and with 
all respect, I think they used it out of keeping with 
the law in. the United States on that subject. I may say 
that at least one tribunal in this country has followed 
the law in the United States. I think the Board, at 
the time they wrote that Judgment you refer to, were 
perhaps under the impression that the onus lay on us 
to prove prudency of investment. That is what I read 
in the Judgment. 

THE CHAIRMAN: What Judgment is that? 

MR. EVANS: The Judgment of the Board in the 8 
per cent increment case. In a majority judgment of the 
Board, the Chief Commissioner who wrote the majority 
decision, at the top of page 15,-saye: 

"However, I do not believe that such 

considerations justify me in determining 

without further evidence and investigation 

that the investments have been prudently 

made . a 
I think there is a suggestion there that 
perhaps the Chief Commission laboured under the 
apprehension that we had a duty to establish the 
prudency of each dollar of our investment. 

THE CHAIRMAN: Can you tell us in a few 
words what investment he had in mind? 

MR. EVANS: He is speaking of net depreciated 


investment derived from Exhibit 49-49 which is in this 


case Exhibit 196. 
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COMMISSIONER ANGUS: There is another type 
of case that suggests itself. Suppose in the case of 
a railway owned by a government some part of a line 
had been constructed for some purpose of policy, for 
strategic reasons, shall we say, would it then be possible 
to say that that was financially imprudent, and that you 
could never expect to earn a rate of return on it and 
that therefore it should not be included in the rate 
base of that railway? 

MR, EVANS: I think our brief recognizes 
that that may be so. I would prefer that my friend 
Mr. O'Donnell answer that. But speaking for myself, 

I would think that might be a consideration; I should 
think it is a consideration whteh would perhaps more 
particularly apply to a publicly owned railway, where 
that is more likely to occur, than in our case, where 
management has for fifty years been able to exercise 
judgment free of any consideration of that kind. a 
think we need not consider that in our case; whether the 
Board should consider it in other cases, we simply leave 
the question open. We think that is a matter for’ theirs 
opinion, but we do say that whatever is done should 
be reasonable. 

COMMISSIONER ANGUS: The concept of some- 
thing that was financtlally imprudent, although justified 
by policy, might be a very convenient way of bringing 
| two rate bases to a level that was fair to both railways. 
that was comparable. 

MR. EVANS: There is no doubt about that. 


I do not think anywhere in our prief is it stated or 


inferred that you would have to apply necessarily 


exactly the same considerations to »urs as to theirs. 
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The language is rather without distinction on that point. 
In this paragraph 54 of the outline of the submission -- 

THE CHAIRMAN: I think paragraph 54 gives your 
attitude. 

MR. EVANS: Yes. 

COMMISSIONER ANGUS: I understood Mr. Walker's 
evidence to mean that if a deduction were made from, 
Shall we say the rate base of a government owned railway, 

because the railway was not expected to be remunerative, 
and if conditions subsequently changed so that it became 
remunerative, then the rate base should be written up 
accordingly. 

MR. EVANS: Well, I do not recall what is 
in your-mind about that point, sir, but I think the 
principle on which Mr. Walker was arguing was, in the 
main, that the Canadian Pacific so far has been the 
yardstick, and the Canadian National has not been. 

Now, we have no objection to making the Canadian 
National another yardstick, just so long as you make 

it a yardstick and not a means by which we whittle 
away the former yardstick. To me that is the substance 
of what he was saying, and to me that is the substance 
of what we say in our brief. 

MR. SMITH: Perhaps it might be helpful, 
if I referred the Commission to an authority on 
public utilities °f this point. 

THE CHAIRMAN: On the point of prudency 
of investment? 

MR. SMITH: Yes. I refer to Barnes on 
"mhe Economics of Public Utility Regulation." Barnes, 

I believe, is a professor at Yale. 
THE CHAIRMAN: Wpat is the title again? 
MR. SMITH: "The Economics of Public Utility 


Regulation." It was published in 1942 and there was a 
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second printing in 1947. At page 577 the author says: 

"The term 'prudent' has been prefixed 
to 'investment' to indicate that the rate base 
Should not include expenditures which are 
Obviously unreasonable, extravagant, or Peaucuiegeae 

THE CHAIRMAN: He says’ obviously onreasonable, 

extravagant, or fraudulent"? 

MR. SMITH: It is a short passage; perhaps 

MecOwld. read the rest of it. 

"The presence of the word 'prudent' in the 
formula has. been seized upon.by critics, who have 
protested that to set up such a standard for 
the rate base injects an arbitrary element 
that adds to the risksof, and works unfairness 
Fo, utility investors... Such js cleamly not che 
purpose of the advocates of prudent investment. 
Judgment with respect to the prudence or imprudence 
of any investment would rest upon the circumstances 
and conditions prevailing when the investment 
was made rather than on the hindsight that 
might be applied when the utility should be 
subject to rate regulation. In the more 
progressive states, where the Commission has 
control over security issues and where 
utilities are required to obtain a certificate 
of convenience and necessity for all major 
extensions and additions, there is little 
likelihood that a utility would ever Lind 
4ts investment base reduced on the score 
that any of its investments were not 


‘prudent '" 
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Now in most utility acts in the provinces 
they have a requirement that in order for a utility 
to make a capital investment it is necessary to obtain 
a certificate of convenience and necessity; sand it 
was pointed out that at that time the question of 
prudence would be gone into. We have a Similar provision 
in my own province of Nova Scotia, and I am familiar with 
that practice. But that is the general statement by 
Mr. Barnes. 
THE CHAIRMAN: Would you please give me 
that language again, at the first? What were the 
three adjectives? 
MR. SMITH: 
"The term 'prudent' has been prefixed 
to 'investment' to indicate that the rate base 
should not include expenditures which are 
obviously unreasonable, extravagant or fraudulent." 
There is a somewhat similar statement in 
Bigham's book on transportation, which has already 
been referred to,.I, think, by both my friend and 
my. friends on our. side... In Bigham's work entitled 


"Transportation Principles and Problems} at page 246, 


under the heading of "Definition of Terms", on the 
question of valuation, he says: 

"For purposes of rate making, the original 
cost of the property means the number of dollars 
or their equivalent prudently expended for 
the property now employed in serving the public. 
Note the qualifying words. The term 'prudently' 
excludes from the concept of original cost all 
moneys recklessly or dishonestly spent. The 


companies are not entitled to a return on investments 
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merely because the investments have been made. 
unusual foresight on the part of management 
Should not be demanded, but if the expenditures 
are clearly fraudulent or improvident, the 
burden should rest upon the investors, not the 
public. The phrase 'now employed' implies 
the deduction from the recorded investment of 
all property retired and abandoned. The original 
cost includes the initial investment plus 
additions and betterments, whether the funds 
have come directly from security holders 
or from re-invested earnings; but it does 
not comprise expenditures that may not properly 
be capitalized." 

THE CHAIRMAN: The words there are ‘clearly 

fraudulent or improvident'? 
MR. COVERT:  Recklessly or dishonestly. 
MR. SMITH: “ . . .° all moneys recklessly 
or dishonestly spent." 
THE CHAIRMAN: But before that - clearly 


fraudulent or improvident. 


(Page 17362 follows) 
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MR COVERT: Q. Mr. Liddy, I wanted to ask you 
this: Is it true that from a rate point of view the 
classification of such items as express, communications, 
and such things.as the Toronto Terminals, etc., a8,rail 
or non-rail enterprises, is only important if rates are 
to be established on the basis of requirements and not in 
the case of if a rate base is fixed? 

A, Well, generally that is true, Mr, Covert, but if 
you are going to -- it is a practical matter. If you are 
going to carry express as a burden on freight, and get 
that principle admitted, that is one thing; but that has 
never been admitted; there is no reason why the railways 
should carry express unless they can make it pay, as I see 
it. I am strongly of the view that it should be out of 
the rates base, 

Q. That is a question of whether or not those items 
ane oLer> In or Lere ouu, 

A. Well, if they are left in, then you have got to 
get a return on them, 

Q. Well, if they are left out they would form part of 
the rate base, that is, the investment? 

A. Yes. Then how are you going to adjust the rates 
to meet that return? If there is a loss on express, are 
you going to have freight take care of the loss? It con- 
fuses it, to my mind. What we want in Canada is a 
straightforward rates base for freight, passengers, and so 
on. Let it be straight railway. That is the simplest 
thing that I can think of. 

Q. Then I wanted to ask you this: On the requirements 
basis, Mr, Liddy, you would agree that the position of the 
applicant railways for an increase would be a great deal 
different in times of large volume and high costs than it 


would if the application were made at a time when you had 
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perhaps lower costs and lower volume? 

A. Well, it is difficult for me to say, Mr. Covert, 
but--- 

Q. What I was going to suggest was, your rate in- 
creases have come at times when the rallway's costs were 
high, and perhaps that hes been one of the difficulties? 

A §6©Y@8,-it has®comel ata time when railway traffic 


is high; probably that is Just as great a difficulty. 


Q. I wondered if perhaps it had not amounted to this, 


that because it has come in these times you have really 


had to secure rate increases at that time in order to carry 


you over the perhaps leaner years? 

A. Well, how in the world is a private enterprise 
railway to carry on--- 

Q@.WAL undéerstandes= 


A, ---unless we get exactly what you say, Mr. Covert? 


Q. I understand your argument there, but I suggest to 


you that that is perhaps one of the main difficulties? 

A. The stumbling block, 

Q@. Yes; and it is the long periods between; in other 
words, the railways in Canada have really had to get in- 
creases following the wars? 

A. Yes. Our cost of labour and material today has 
gone so far beyond what the increase in freight rates has 


been that there is a probl®m there. 


Q. Yes, I understand that; but I think you could agree 


with what I have just said. I am not going into the reasons 


behind it for the moment. Admitting that your costs have 


gone up -- that is, the facts are that you have had to apply 


for your increases following wars and periods of high costs, 


and that may be one of the difficulties, and perhaps that 


would not be indicative of the fact that rate hearings 


should take place more often? 
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A. Well, that has Just been the situation. I think 
there have been quite a lot of rate cases in between wars. 
There was 2 1913-14 western rates case, for example, before 
the war, 

Q. I was thinking more of the general increase cases. 

A. Then there was a general rates investigation case 
in 1926-27. But it is certainly true that wars--- 

Q. They have brought sbout the reasons for the 
necessity for the increases? 

en eS. 

Q. And unfortunately, as I Say, you have had to apply 
in these periods when costs are high, and it is generally 
felt that the high rate will continue for a long period of 
time. Would you think that that was perhaps one of the 
reasons why there is such opposition to it? 

A. Well, I don't know whether a high rate is going to 
aoply over a Jone time or not. It 412 depends upon prices. 
Some people think, I believe, that prices are still going up. 
Maybe the rate is not high yet; maybe it is quite low. To 
my mind it is unfortunate that the railways perhaps did not 
get some relief in freight rates before the war had ended, 
like a lot of other industries had increases in their charge 
for their services. 

Q. Then, Mr. Liddy, I want to leave the question of 
rate base, and I want to touch on just a few questions on 
cost accounting. You made the remark that railway operations 
do not lend themselves to cost accounting. Now, I just 
wanted to ask you this: I think the Canadian Pacific probably 
keeps in contact with the situation in the United States, to 
see what the American railways do in the question of account- | 
ing? 

A. Yes. We belong to an association that discusses -- 


American Railway Association, Accounting Division, 
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Q. And presumably if cost accounting systems were 
designed by the Class 1 roads in the United States you 
would know all about them? 

A. If they were acceptable accounting Systems we cer- 
tainly would, 

Q@. Now, would you Say this, that as far as cost 
accounting is concerned the Canadian Pacific is in as good 
@ position to determine its various costs as the Class 1 
roads are in the UsS.A.? 

De A iheu La7CLt eC Leute to say. I Will go this tar) Mr. 
Covert, with you, that the Canadian Pacific probably keeps 
as much statistical data as any Class 1 railway does. 

Q. Do you know of any cost accounting system in effect 
in any of the U.S. roads that is better than yours? 

we NO, dO Noes. 

Q. When you say that railroads do not lend themselves 
to cost accounting, I wonder if you mean in effect that it is 
a practical impossibility to determine what it costs to ship 
a certain type of goods a certain distance? 

A. So many imponderables, and fluctuating from time to 
time. 

Q. And in effect you say all you can use is the usual 
yardstick that other railways do use; and would it be fair to 
say, Mr. Liddy, that the C.P.R. uses the same yardsticks as 
Class 1 roads in the United States do? 

A. You mean in determining freight rates? 

Q. Well, no; I meant in determining costs generally. 

A. Oh, yes. The classification itself leads you down 
the garden pretty well, you know. I think there are 180 
primary accounts. 

THE CHAIRMAN: Q, 180 what? 
A. Primary accounts, showing you the cost of say lost 


end damaged freight, and the cost of lost and damaged baggage, 


> yes 


eyaw ames ree ti sae 


r ; a.) Wee: 


are 7 2 


yo ow Bmataye Sibiree ae stdesqaone pitt 


~< 


hap 2 


satwiadab ae ‘nots log 
# As 2 # ott at ote 
‘ih. dat eidid ogi Shen. ini ane Lio EYED at deat vi | 
Bl mets ented; ir 3 edie byes ‘sot ‘syed 


ict , 


0b venttet £ eaglO yas ae gtab ‘te oitetveda stot | ee ic 


hoon #3 ml eh SPtbved nehoekad ord boity@Onms et 
wt 


adh 2s edeoD AuOrTs 


“so 
ne 
be) 

a 


ie at medeye wattesseos Teen Wie To wil HOT i Te CA enn 
goy neddt yedtod el Pett ebeot. .a.V) eds ‘to yes at ae 
| ait ob ' L ot ail 1 | 4 a 


evilsenent. basl ton ob ahem kee tects Ts alee.‘ ‘nedw is 4 22 ev 


teas tsot'te al seam soy TE Ishnow 4 “gntdavooos boo ot nM 
tt dedw siluradsh oy Yiiltotasogmt Tgobtoenq e270 90% 
* 20869800 ated” 2 edoos to equt aistiso & 
suht woet yatisodvoult bine profidersonoamh yasm Of vA | 
(, oaks, |, | 
it ah sem nes woe Lie Use oy 99't'T6 ak bea a est . Me ia 
ris) sd. 3k Bisow ies = esehis ob avewlie: renhto jsdz otdabesy al 
mottebtey eacea oft goBd .f.9,9 add tend .yoObmd oh ae 
Sob sededm bat! nU oft mf abs jou £ saerd. ae 
: : ; 24 ws 
) ‘gets: Jtoagtotr? Sdaniorioled ai waonr oY oA. | ie 


‘[etesoy 2taqa gf RPE BEY SS eb nm} titecor Tt LOmL: .fiew +2 a? 


inane’ ix OF 4g Te, ae 
i pox abesl. FLeaeth nots: rol BE Ott eow ood Ah Ms i bs a 
08h ots atone snide: 7 wc mere: iy yn nebasy dag 
a ote b08 ane | | 
Sei oo MATAS en ca iS 

; » ‘ Pe an # “p 
Whol YSs To \feoo sho Uy Baitworte, _sseuonoe “ati | i" AS ae 


sit bad try £Sa? bein 


K 
& 
ce 
oy 
@ 
Le 
Ge 
| 
7 
ss 
o 
vA 
om 
[=< « 
- 
= 
ei 
© 
< 
~a 
fs 


RND 


-17366- Mr. Liddy 


and it shows yard operations, despatching costs, train 
operations, repairs, and back of those accounts sre many 
other accounts, sub-accounts, 

MR COVERT: Q. My point is, if railway operations 
do not lend themselves to cost accounting, and a good many 
businesses do -- and that is, I presume, how those busi- 
nesses watch to see how they are getting along, see on 
what businesses they are losing and on whet they are 
making. Now, railways do not lend themselves to that, as 
I understand it, so you use yardsticks? 

A. Yes. What I mean--- 

Q. All I wanted to find out, Mr. Liddy, was this: 
Does the C.P.R. use the ordinary yardsticks? 

ae ee. 

Q. Andthay use all that the Class 1 roads in the 


United States do? 


A. I do not think there are any of them have got any- 
thing that we haven't got. 

Q. Now I want to discuss with you the matter of depre- 
Clation. Without admitting the validity of argumpnts one 
way or the other, is it fair to say that the objections to 
the user system or to the user method of depreciation might 
be summarized under these two headings: The user method 
involves two unknown factors or two estimates, namely, the 
estimated length of life in terms of time and the estimated 
amount of use which will be obtained in that period of time, 
as compared with only one estimated factor in the straight 
line, namely, the time element? 

A, Well, it is difficult to ask me that objection, 
because you are putting it on the negative side, 

QO. I will put it this’way to you: That is one of the 
distinctions, isn't it, between the two? In the one because 


you have the two estimates, and in the other the one? 
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A. Well, I would not quite go that far. I say there 
is an estimate of life in the straight line basis. 

Q. Yes; and you have that same one in the user? 

A. Yes, and you can estimate one just as accurately 
es you can the other, They are both more or less inde- 
pendent in a lot of respects. Take equipment; you cannot 
say that life is permanently fixed at such-and-such a spen, 
and disregard the use that that particular equipment may be 
put to, They are both variables, both imponderables, both 
subject to an estimate. 

Q. Yes, but in the one eventually you must base your 
rate on two estimates, and in the one you base it on the 
one; isn't that correct? 

A. No, we do not do thet, as a matter of fact. 

It is true we look at life in years. 
Q. In either method? 
Avie Lose 
THE CHAIRMAN: Q. You look at what? 

A. We look at life in years -- that is, what the 
record shows. 

Q. Yes, you told us that the other day, that after all 
there is an element of time in both methods? 

A, That Is -eieno. 

Q. That is, you do not consider that after so much use 
the lifetime of an asset has expired, do you? -Ehauiitss 
taking a locomotive, you do not say, "Well, now, after it 
has travelled so many miles that is the end of it." It may 
take ten years to do that, or it may take twenty, or it may 
take thirty? 

A, That is right; and usually in its Old JIf e iter 
along with small use. It may take five years in the last 
stage of its life to make the same mileage that it makes 
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Q. What I went to know is this: Do you say, 
"Now, we allot so much use to this locomotive"? 
A. Oh, no. 
Q.- And at the end of go much use 1t is through? 
Ae One tos 
Q. You do not do that, do you? 
fa’ NO 


Q. 0° you’ do fot reject the element of time entirely, 


A, No, sir. And straight line cannot reject the 
element of use either, because time is a function of use 
in @ lot of respects. 

Q. As I see it, they say something ought to last 
fifteen years, and therefore they say so much e year. I 
just wanted to make sure of that, because there was some 
doubt left in my mind the other day. You do not take use 
alone as putting an end to life? 

Eee On, dio. 

THE CHAIRMAN: Well, that is important. 

I think probably this would be a good time to 
adjourn, Mr. Covert, 

MR COVERT: Do you went to adjourn now, Mr. Chair- 
moan? 

THE CHAIRMAN: Well, I am a few minutes fast. Go 
on for two or three minutes if you like. 

MR COVERT: Q. We could not agree, then, Mr. 
Liddy, that there was that difference between the two, that 
in one case you have one estimate and in the other two? 

A. No, I would not say that. I would think the 


estimate in one case was just as accurate, perhaps even 


more so for user, as to life. I will give you an example 


of that, Mr. Covert, a simple example, Supposing you own 


an automobile, and your experience in the past has been that 
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en automobile lasts you five years, and that you ran during 
that five years 75,000 miles, Now, you buy another car, 
and you are just a little older and you don't run so far 
each and every year. Your life is not five years with 
that car; your life may be eight. To me the common 
denominator is miles more than life in years. 

Q. Is it, though? If you say it is, and you say that 
(SyO00 miles, for instance, is the life of that car, then 
you are just taking that one factor of number An miles or 
perhaps use to determine; that is your estimate there? 

A. Well, I say that with an automobile -- I don't know 
whether I am right about the 75,000 -- some people might want 
to drive 90,000 -- but, whatever that figure may be, the time 
comes when you have reached that stage that you have to re- 
bore your engines and you have to do a lot of things, and 
you may as well go out and buy a new car. 

Qs Ll think I follow your argument, Mr. Liddy, and all 
I wanted to get was the enswer to that question. You do not 
agree that there is that distinction, that in :the one case 
there is one estimate and in the other case two. Now, the 
other point of difference was that because of the application 
of units of use to various groups of assets, the checking or 
policing of the rates by a regulatory body is extremely 
difficult and complicated? 

A. I do not think 1t would be in Canada, 

Q. You think, for example, that the Board of Transport 
Commissioners would be in a position to deal with these, to 
test these tools that you use? For instance, I think you 
mentioned the curve of survivorship, or the survivor curve? 

A. The survivor curve and growth trend curve. 

Q. You think they are fully equipped, for instance, to 
test and police that? 
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Q. As they are today? 

Be hat tserient, 

Q. I would like to ask you this,’ Mr, Liddy: Sta, 
fair to point out that if the Straight line method is used 
consistently in a rate application based on requirements, 
the Board of Transport Commissioners would not find your 
requirements as high as they would in the case of 3 user 
basis if at the time of your application your traffic 
volume were heavy and hence your depreciation requirements 
were high? 

THE CHAIRMAN: Your traffic requirements were what? 

MR COVERT: Were heavy. 

THE WITNESS: That is quite a question, i 7si 
going to say Yes to that, Mr. Covert, and if I am not right 
could I speak to it tomorrow? 

O; Yes, certeiniy, 

THE CHAIRMAN: Well, are you about through? 

MR COVERT: No, I am afraid not, Mr. Chairman. 

THE CHAIRMAN: Well, there is nothing to be afraid 
of, Mr. Covert. We will go on tomorrow, Perhaps Mr. Liddy 
would like the time to think that question over. 

THE WITNESS: Thenk you, Mr. Chairman. 

MR COVERT: I am sorry. I had hoped to finish: 
Mr. Liddy has been on a long while. 


---The Commission adjourned at 4:45 p.m., to meet again at 
10:30 a.m. on Wednesday, March 8, 1950. 
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